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Dear Mr. Premier: 


Further to our discussion and the terms of reference estab- 
lishing the Committee on Junior Mine Financing we are pleased to 
submit our report. 


The report covers two broad areas which affect the junior 
mining industry; firstly, the financing aspects of the business and 
secondly all the components that affect the competitive position of 
Ontario in the mining sector. 


For the junior resource financing sector, the committee 
believed for a number of reasons that the best approach would be to 
draft a new securities policy for resource issues rather than simply 
making a series of recommendations. This has been done and is inclu- 
ded in our report along with a detailed summary outlining the reason- 
ing behind the various sections. 


The competitive position of Ontario is a large and complex 
issue and only a number of the principal items could be addressed. As 
expected there are conflicting issues such as the need to be cost 
competitive with other countries and at the same time, maintaining the 
high Canadian standards for wages, social programs and environmental 
issues. Also a number of recommendations need approval from the 
federal government or the approval of other ministeries of your 
government. However, each and every recommendation would help make 
Ontario more competitive and help maintain this important industry. 
We would like to emphasize the importance of flow-through financing 
for exploration expenses and urge you to make the strongest possible 


recommendation to Ottawa to keep this very important piece of legis- 
lation inplace. 


The Committee would like to be present with you when you 
publicly release the report. We recommend that public hearings be 
held as soon as possible so that the proposed securities policy might 
be finalized. 


We trust that you and your colleagues will give these 
recommendations careful consideration. 


It has been an honour and privilege to serve on this Advi- 
sory Committee. 


Yours sincerely, 


-T. Flanagan 


Hf 


M.B.C. Gundy R.M. eae 
H.D. Hume Chalho all ee 
RAs ochiral ls W.S. Vaughan 


aletats 


K.R. Wiener 
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SECTION I 
INTRODUCTION 


Introductory Remarks 


The Committee was initiated by the Ministry of Northern Development 


and Mines to review and make recommendations on: 


(1) the effectiveness and efficiency of the Ontario capital market 
in providing funds for the junior resource industry and to 
propose changes to make Ontario competitive with other juris- 


dictions, and 


(2) the investment climate for the junior resource industry, in 
terms of the cost of capital and return on investment in 
Ontario, reviewing (to the extent that time allows) tax and 


other incentives available elsewhere. 


E.G. Thompson, a past president of the Prospectors and Developers 
Association of Canada (PDA), and a long-time active participant in the 
mining and junior resource scene in Canada, was asked in mid-January to 
be chairman of the Committee and to select a number of knowledgeable and 
interested individuals from the legal, brokerage, junior mining, regula- 
tory and taxation communities to assist in the study. The Committee 
members are listed at the end of the introduction. They all donated 
their time and experience and provided invaluable assistance in the 
preparation of this report. Since all the members are involved in the 
day-to-day operations of their particular lines of business, the Commit- 


tee was able to tap an enormous amount of practical experience. 


The Committee met weekly and various sub-Committees met more 
frequently. The most active sub-Committee was the Securities Committee 


ligaer tne “direction Of ReA. oCchirallt,~©.C."SEarly in the’*study; the 


Committee decided to prepare a draft of the proposed new securities 
policy rather than just make a set of recommendations. This decision was 


based on the following factors: 


(a) The request by the Ministry was to make practical recommenda- 
tions that could be implemented as soon as possible. From previous 
experience, the Committee believed that because of their busy schedule, 
the Ontario Securities Commission (the Commission) staff would be greatly 
assisted in their review of our recommendations if they were set out in 


policy form; 


(b) The Committee had an ideal cross-section of people, knowledge- 
able in all aspects of the business who we believe were ideally suited to 


propose workable policies; 


(c) The Committee was also knowledgeable in the competitive posi- 


tion of other jurisdictions; 


(d) The Committee was also concerned about the common problem of 
taking the recommendations of one group and having a different group 


translate their recommendations into policy. 


While the decision to prepare a draft policy necessitated substan- 
tial additional work and delayed the report by two months, the Committee 
believes that by drafting the policy, the time frame for consideration by 
the Commission would be very substantially reduced. In our opinion, the 
proposed policy is fair to all sectors involved, competitive with other 
jurisdictions, efficient and workable. In addition it now sets in 
writing a number of formerly unwritten guidelines used by the Commission 


Stace 


In addition to the junior mine financing policy, the chairman met 


from mid-January to mid-April with a broad spectrum of junior mining 


people, brokers, government officials, major company representatives and 
other interested parties to discuss and to solicit their advice on other 
issues that affect Ontario's competitive position. As reviewed in this 
report the principal items were (a) flow-through shares, (b) Ontario 
Mineral Exploration Program, (c) data base and mining regulations, (d) 
taxation levels, (e) an Ontario Share Ownership Plan, (f) small grants to 


help finance new company formations and (g) development grants. 


As expected, a wide range of opinions were received on the various 
issues. The problems of junior companies are different than those of 
major companies just as regulators, promoters, securities-dealers and 
Exchange member firms have different concerns. While the mandate of our 
Committee was to look at methods of improving the competitive position of 
the junior resource industry, the Committee was cognizant of the problems 
in the senior mining industry and also recognized the mandate of the 
Commission to protect the public in security matters. In general, 
because of the inter-related nature of our business, the policies that 
are favourable for the junior companies are just as favourable or better 
for the mining companies (e.g. flow-through shares that were originally 
instituted for the junior companies). Major mining companies like 
Noranda, Falconbridge, Placer and Teck all strongly support the idea of a 


strong junior sector of the mineral exploration and mining business. 


In addition to the personal meetings, a two stage questionnaire was 
sent out to 274 recent (1985) users of the Ontario Mineral Exploration 
Program (OMEP) and to 30 other companies (mainly majors) and individuals. 
The questionnaire sought comments on the usefulness of OMEP and how it 
might be improved, and on the possible action that the provincial govern- 
ment might take to improve conditions for junior mining and mining in 
general. In addition personal requests were made for input from numerous 


companies. 


The Committee wishes to acknowledge and thank all sectors of the 
mining industry, financing houses, stock exchanges, government agencies 
and regulatory bodies for the tremendous support and cooperation recei- 
ved. Their positive attitudes indicate that we have a reasonable oppor- 
tunity in Ontario to re-establish a risk capital market for junior mining 
companies and to implement policies so as to remain competitive in the 


world mining industry. 


Acknowledgements 


A study of this size and scope required the effort of many people 
in the mining industry and related industries. The committee would like 
to acknowledge this general support and specifically the companies and 


individuals listed below. 


In 1985, the Centre for Resource Studies prepared an excellent 
study entitled "Effects of Location on Mine Development Potential, Nova 
Scotia's Competitive Position in Canada." The information is current and 
many of the conclusions are applicable to Ontario and with their permis- 


sion, a precis is included in Appendix I. 


Tax studies done by the Mineral Policy Section of Energy, Mines and 
Resources in Ottawa under the direction of Keith Brewer and by Bob 
Parsons of Price Waterhouse in Toronto were utilized in the section on 


competitive taxation. 


Dr. Vic Milne, Director of the Ontario Geological Survey, was 
helpful in discussion and drafted a section on the geoscience data base. 
Various directors of the Prospectors and Developers Association of Canada 


reviewed sections of the report and provided input. 


Data for the mining incentives study and the OMEP study was recei- 


ved from over 100 companies. Many people contributed ideas and/or 


comments on drafts of various sections including Dr. Lionel Kilborn, Alan 
Coope, Dr. Terry Podolosky, Michael Gray, Don Ross, Dave Rogers, John 
McAdam, Fenton Scott, Dutch Van Tassell, Henrik Thalenhorst, Dave Hutton, 
Hugh Cleland, Ron Campbell, Jack Patterson, Peter McCarter, Marvin 
Singer, John Morganti and Bruce McDonald. The staff at William Hill 


Mining Consultants Limited provided secretarial and other services. 


The Chairman travelled to Vancouver and met for three days with 
representatives of the Vancouver Stock Exchange, the Superintendent of 
Brokers, the B.C. and Yukon Chamber of Mines, and the brokerage, mining 
and legal fraternities in order to learn the current status of mining 
financing in Vancouver and the reason for their success. He was cordi- 


ally received and information was made readily available. 


The Chairman also met with representatives of the Government of 
Quebec to review and discuss their incentives. Again the cooperation was 


complete. 


The Securities Sub-Committee under the chairmanship of 
R.A. Schiralli, Q.C. and composed of Messrs. R. Hogarth, E. Thompson, 
W.S. Vaughan, K. Wiener and B. Young met several evenings per week over 3 
months to draft a new policy. ReA.mochiizad lt .@°O. Coe ohitthess firm 
Armstrong, Schiralli and Dunne, did most of the drafting with able legal 
assistance from W.S. Vaughan and K. Wiener. In addition the legal firms 
of Aird & Berlis and Smith, Lyons, Torrance Stevenson & Mayer reviewed 


the document and prepared comments which were most appreciated. 


Committee member Charles Salter, Vice-Chairman of Ontario Securi- 
ties Commission, advises that while he supports many of our junior mining 
policy recommendations, decisions on a new policy will be made by the 
full Commission following public meetings to review the Committee's 
recommendations. Further, Mr. Salter notes that some of our recommenda- 


tions in Section II comment on certain social and other policies, noting 


that they contribute to the mining industry's cost burdens. Mr. Salter 
disassociates himself from these questions so far as they relate to 


policies of the Ontario government. 


Mr. Wiener participated as a member of the Committee in his per- 
sonal capacity. The Board of Governors of The Toronto Stock Exchange has 


not considered the Report of the Committee. 


Committee member Barry Dent of Clarkson Gordon prepared the infor- 
mation on flow-through shares and the summary of mining income in Canada 
and the section on Ontario Taxes. Steve Vaughan prepared the 20 year 


review of Ontario Policies affecting junior resource companies. 


The Committee wishes to thank the Minister for his interest and 
support. The Chairman met on numerous occasions with the Deputy Minister 
George Tough and Assistant Deputy Minister Dennis Tieman and he would 
like to also acknowledge their assistance and keen support. We believe 
that by working together a stronger and more competitive mining industry 


can be achieved in Ontario which will benefit all Canadians. 


Part of the Chairman's time and expenses were funded by the Minis- 
try of Northern Development and Mines. Israel Lyon, Senior Policy 
Advisor from the Ministry of Northern Development and Mines, ably acted 


as Secretary of the Committee. 


Terms of Reference 


The terms of reference as outlined to the Committee on January 23, 


1986 are given below. 


"The Junior Mining Industry has been a major factor in the develop- 
ment of Ontario's mineral wealth. The Government of Ontario believes 


that junior mining should play an even greater role than in the past, and 


that it will do so if provided with the necessary support and appropriate 
institutional framework. The Government of Ontario also recognizes, that 
the competition for mineral sector investment is intense. It is deter- 
mined that the environment for junior mining companies involved in 
exploration and development in Ontario will be competitive with other 


jurisdictions. 


"The Study Group under the chairmanship of Ed Thompson will look at 


two aspects of the investment environment for junior mining. 


"First, it will examine the effectiveness and efficiency of the 
Ontario capital market in providing funds to junior mining. It will 
review trends in financing arranged in Ontario for Ontario Junior Mining 
activities, and the extent to which markets in other jurisdictions are 
providing capital to Ontario's junior miners, and consider the reasons 
for these trends and their implications. It will also consider new 
initiatives within The Toronto Stock Exchange and the Ontario Securities 


Commission including the recently announced COATS systen. 


"The Study Group will propose changes in the Ontario system, as 
they are indicated by the review of the past and current situation. In 
so doing, it will draw upon earlier studies of the issue and consult 
intensively with the spectrum of companies and individuals involved - as 
seekers of capital, as members of the trading institutions, as legal and 
financial professionals, and as regulators in the capital - raising 


process. 


"In its investigations, the study group will give careful consid- 
eration to the question of balance between the need for easy access to 
capital on the part of the industry and the need for a prudent degree of 


investor protection. 


"The second issue to which the Study Group will give attention is 
the investment climate for junior mining, in terms of the cost of capital 
and return on investment in Ontario. The Group will review tax and other 
incentive frameworks elsewhere in Canada (and elsewhere in North America, 
to the extent possible in a 3 month time-frame), and compare these to the 
situation in Ontario. To the extent that Ontario appears to be less than 
competitive, the Group will recommend specific changes to the Ontario 


system." 


In later discussions with the Ministry, the Committee was asked to 
also consider and make recommendations on several other areas that affect 


Ontario's competitive position. Specifically, these subjects included: 


(a) the role of the Ontario Geological Survey and the provinces geo- 


science data base; 


(b) the Ontario Mineral Exploration Program (OMEP) ; 


Ce) the proposed Ontario Share Ownership Plan (OSOP); 


(d) the tax environment on the mining industry in Ontario; and 


(e) the overall cost structure affecting mining. 


Report Structure 


This report is divided into two volumes. Volume One addresses the 
Ontario capital market for junior mining. Volume Two addresses the 
investment climate, cost structure and geoscience data base for junior 
mining in Ontario. Each volume has a common introductory section, a 
summary of its own recommendations, and an appendix summarizing the other 


volume. 


Committee Members 


E.G. Thompson - Committee Chairman, 


E.G. Thompson Mining Consultants Inc. 


I.E. Lyon - Secretary, 


Ministry of Northern Development and Mines 
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J.T. Flanagan - Muscocho Explorations Limited 
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R.M. Hogarth - Cassels Blaikie & Co. Ltd. 
H.D. Hume - Nuinsco Resources Limited 


Charles Salter Ontario Securities Commission 


Rea. ocvi ral lt - Armstrong, Schiralli & Dunne 


Aird & Berlis 
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K.R. Wiener - The Toronto Stock Exchange 


B.M. Young - B.M. Young & Partners Securities Inc. 


SECTION II 
THE SUMMARY AND RECOMMENDATIONS OF VOLUME ONE 


The Proposed Securities Policy for Resource Issuers 


A summary of the proposed Securities Policy For Resource Issuers is 
outlined below. It is not intended to be exhaustive and reference must 
be made to the policy for the full text of the provisions discussed 


below. 


Part I - Statement of Principle 


Part I sets out the stated mandate of the Committee and designates 
the issuers to whom the policy is intended to apply. The policy through- 
out uses the definitions which are contained in the Securities Act 
(Ontario) (the "Act").° The policy applies to all resource issuers which 
are reporting issuers in Ontario unless any of the issuer's securities 
are listed and posted from trading on The Toronto Stock Exchange (the 
"Exchange'"). Non-reporting issuers should also be guided by the policy 
statement if status as a reporting issuer in Ontario is expected to be 


sought at a future time. 


Part II -— The Founder Stock Model 


The basic founder stock model is derived from concepts contained in 
the Founder Stock Policy Statement of the Exchange. This Part contains 
important definitions which are necessary to understand the application 
of the founder stock model. Founders are all persons or companies who 
hold securities of the issuer prior to the initial distribution by 
prospectus in Ontario. Founders include the promoters who are responsi- 


ble for organizing or reorganizing the issuer, those persons who 


=e 


contribute money, and prospectors and other vendors who contribute 


property to an issuer during its formative period. 


The shares which founders hold are divided into value shares and 
base shares. Value shares represent shares held by founders which do not 
represent dilution of public investors, that is to say, they have been 
acquired by the founders at a cost to them equal to the net price per 
share received by the issuer from the initial prospectus distribution. 
All other shares which are base shares represent dilution and may be 
issued for $nil consideration. Normally, both value shares and base 
shares are shares of the same class and their distinguishing feature is 
that since base shares represent dilution, they are subject to being 


placed in escrow. 


It should be noted that the maximum dilution permitted is 50Z, 
except that it may increase to 60% where the number of base shares does 
not exceed 750,000. This contrasts favourably with the Exchange Founder 
Stock Policy which permits 60% dilution throughout and the junior indus- 
trial policy of the Commission which permits up to 70% dilution. The 
lesser dilution for junior resource issuers was thought appropriate since 


dealer costs are normally higher for junior resource issuers. 


Not all issuers will be subject to the founder stock requirements 
of Parts II and III of the policy and the rules for exemption are set 


OUG. 


Part III - Escrow Requirements 


This Part deals with base shares and indicates which base shares 
must be placed in escrow. Generally, all base shares beneficially owned 
directly or indirectly by founders who are promoters of the issuer, 
officers and directors of the issuer owning more than 5% of any class of 


share of the issuer prior to the initial prospectus distribution, and 


Loh 


other persons or companies owning more than 10% of the shares of any 
class of the issuer prior to the initial prospectus distribution are 


subject to escrow. 


Releases from escrow are in part automatic and in part earned. 
Automatic releases occur on the acceptance date of the initial prospectus 
and the anniversary dates of the acceptance date to a maximum of 5 
anniversaries. The escrow release table forming part of the policy sets 
out the percentage of base shares which will be released on an automatic 


basis over time. 


If the dilution caused by base shares is less than 40%, it is 
possible to obtain a 100% release from escrow of base shares by the 
simple passage of time. To the extent that the dilution caused by base 
shares is between 40% and 50%, then automatic releases cannot result in 
the complete release from escrow of all base shares. In order to accom- 
plish a full release in such circumstances, releases must be earned. 


Earned releases are possible at all levels of dilution. 


To give recognition to the concept of 750,000 vendor shares which 
was established in earlier policies and is used in other jurisdictions, 
base shares are divided in two groups, namely the first 750,000 and those 
in excess of 750,000. For the first 750,000 base shares, earned releases 
may occur on the basis of expenditures made on the issuer's properties. 
The intent of the policy is to ensure that significant expenditures occur 
on the issuer's properties in order to obtain a complete release of base 
shares. The efficiency of the system is improved as greater amounts of 
money are spent in work on the claims and the rate at which base shares 
are released is tied to a varying dollar figure of not less than $1.00 
and not more than $4.00 in expenditures per base share released. The 
mechanism assures that significant expenditures on the ground must be 
incurred. To ensure the long term commitment of the founders to the 


issuer, the combination of earned and automatic releases may not result 


in a complete release from escrow of all base shares earlier than the 
third anniversary of the acceptance date for the initial prospectus 


distribution. 


There is no minimum founder contribution level required in the 
policy so that access to its operations is not thereby restricted to 
wealthy promoters and founders. In all cases 10% of the first 750,000 
base shares will be released on the acceptance date of the first prospec- 


tus distribution. 


To the extent that founders obtain more than 750,000 base shares, 
the release from escrow of excess shares are subject to a cumulative cash 
flow per share test. Recognizing that a cumulative cash flow test may be 
more appropriate for oil and gas issuers to which the policy is also 
intended to apply, issuers in the mining category may apply to the 
Director for one half of this earned release when a production decision 
has been made with respect to a material property and the requisite funds 
are in place and the second half of the release may be obtained when the 
property has attained commercial production. These latter two tests 
correspond directly with the tests existing in the Exchange's Founder 


BLOCK =rolrcy. 


Founders' shares which have not been released from escrow within 10 
years of the acceptance date for the initial prospectus distribution must 
be donated to the issuer for cancellation and the form of escrow agree- 
ment contains a power of attorney intended to accomplish this result. 
Founders may always apply to the Director for an extension of up to five 
additional years of the date by which base shares not released from 


escrow must be donated to the issuer for cancellation. 
In essence, as the founder contribution level increases, the rate 


at which base shares are released from escrow is increased and to the 


extent that the dilution level increases, the rate at which base shares 


=o 


are released from escrow decreases. There is an incentive for founders 
to contribute as large a founder contribution level as possible prior to 
the initial prospectus distribution. The penalty for low contributions 
is expressed in terms of the difficulty in obtaining the release from 


escrow of base shares. 


Part IV -— Further Conditions on Base Shares or Exempt Issuers 


Notwithstanding the rules contained in Part III, the policy con- 
tains a mechanism whereby the Director may exercise his discretion and 
notwithstanding that certain base shares would not be subject to escrow 
requirements, the Director may require such an escrow as a condition for 


the acceptance of the prospectus of the issuer. 
Part V - Transfers Within Escrow 


Base shares in escrow may not be transferred without the consent of 
the Commission. This Part sets out the guidelines by which the Director 
will exercise his discretion and permit the transfer of base shares 
within escrow. These policies are not new and essentially represent a 


more precise codification of the rules presently applied by the Director. 


Part VI - Vendor Consideration for Resource Properties 


This Part of the policy statement applies only to the acquisition 
by an issuer of a resource property or an interest therein after the 
issuer has filed a prospectus with the Commission. Vendors who have 
transferred properties to issuers prior to the initial prospectus distri- 
bution will be treated as founders and governed by the rules contained in 
Parts II and III. A distinction is made between an acquisition which is 
carried out on an arm's-length basis and a non arm's-length basis. As 
well a distinction is made between resource properties which have a 


determinate value and those of indeterminate value. 


2 ees 


Where the securities of an issuer are issued for mining claims, the 
resale of those securities are restricted by the Act and normally may not 
be resold for 18 months from their receipt by the vendor. To correct 
this problem and encourage prospectors to deal with Ontario mining 
issuers, vendor shares may be issued to a vendor and resold earlier than 
is presently the case. 25% of the vendor shares may be issued to the 
vendor on the date the vendor is first entitled under the vendor's 
agreement to receive such shares and 25% on each of the dates that falls 
within 6 months, 12 months and 18 months after the initial receipt date. 
Once a vendor is entitled to receive shares through the application of 
the provisions of Part VI such shares may be immediately resold with such 
resale being subject only to the requirements that the vendor not be a 
control person and no unusual effort is made to prepare the market. 
There is no requirement that the issuer be a reporting issuer for any 
minimum specified period of time. These provisions are designed to make 
Ontario competitive with other jurisdictions in its ability to encourage 


prospectors to deal with Ontario issuers. 


Determinate value properties are those in respect of which the 
Director has agreed that a specific value may be attributed. The vast 
majority of properties will likely be properties of indeterminate value, 
and there are sufficient incentives in the policy for indeterminate value 
properties that it is not anticipated that numerous applications will be 
made to the Director for properties to be given determinate value status. 
Unless a property is of determinate value it is deemed to be of indeter- 


minate value. 


For non arm's-length transactions of indeterminate value proper- 
ties, vendors may only receive their actual out-of-pocket costs but the 
vendor may elect to receive these costs in shares issued at a discount 
from the market price or at the net price to the treasury of the issuer 
where the property acquisition is made in conjunction with a further 


financing. 


= Se 


In arm's-length transactions, the number of allowable vendor shares 
for properties of indeterminate value is dependent upon the price level 
at which the shares are traded. The maximum numbers allowable are set 
out in Section 3.4 of Part VI. For shares of issuers in respect of which 
there is no market or the market does not exceed $1.00, the maximum 
vendor consideration for indeterminate value properties is 200,000 
shares. If half of this amount (100,000 shares) is provided in the 
vendor agreement, such shares may be issued to the vendor in four equal 
payments over a period of 18 months on an automatic basis. If more than 
100,000 shares are provided, then the issuance of the shares is in part 
automatic and in part tied to property expenditures. Where a maximum of 
200,000 vendor shares is provided for, expenditures amounting to $400,000 
on the property in respect of which the vendor shares were issued must be 
made to obtain issuance of all of the 200,000 vendor shares. Lesser 
expenditures must be incurred where more than 50%, but less than the 


maximum vendor consideration is provided for. 


As the market price increases, the total number of vendor shares 
permitted decreases, however, where the maximum allowable vendor shares 
is provided for, then in all circumstances $400,000 in expenditures must 
be incurred for a full issuance. The figure of $400,000 was chosen since 
the expenditures required to be made must be meaningful but not so 
prohibitively high as to be discouraging. Exploration results are not a 
separate criterion since it was thought that expenditures of $400,000 


would be made only if the results so warranted. 


The rate of issuance of vendor shares when $400,000 in expenditures 
occurs is as follows: 1/8th of the shares on the date the agreement 
first provides for their issuance; 1/4 upon the expenditure of a total of 
$150,000 and the balance of 5/8ths in not more than two equal blocks upon 
expenditures of $250,000 or $125,000 per block. There is accordingly an 


incentive in the policy for vendors and issuers to negotiate smaller 
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vendor considerations in order to obtain the automatic issue mechanism 


which is not based on property expenditures. 


For properties of determinate value an application to the Director 
is necessary to determine such value. At the time of determination the 
number of shares, if any, to be placed in escrow must be agreed upon, as 
well as the terms of escrow release which will then be included in and 
form part of the escrow agreement. There is no distinction between 
arm's-length and non arm's-length transactions for properties of determi- 
nate value save that the Director may require that non arm's-length 
transactions be placed before disinterested shareholders for approval. 
All shares issued for properties of determinate value shall be valued 
at a price equal to the public offering price if the property acquisition 
is made in conjunction with a further financing or, in the absence of a 
further financing at the market price. Where cash consideration is also 
paid the amount of such payment shall be deducted from the value of the 
property before any calculation is made of the number of shares issuable 


in consideration therefor. 


Net smelter returns or net profit interests may be reserved by 
vendors in arm's-length and non arm's-length transactions whether the 
properties are of determinate or indeterminate value. If the interest is 
solely a net smelter return then 3% is the maximum total burden permit- 
ted, and if the interest is solely a net profit interest 15% is the 


maximum total burden permitted. 


The maximum vendor shares permitted in the policy in an arms- 
length transaction may be issued for less than a 100% interest. However, 
the Director may in such circumstances exercise his discretion and 
require a lesser vendor consideration to be paid. In rendering such a 
decision, permitted net smelter return royalties or net profit interests 


are to be disregarded by the Director. 


Part VII -— Dormant Issuers 


In order to encourage the reactivation of dormant issuers, this 
Part of the policy sets out the tests under which additional base shares 
may be issued. The maximum number of additional base shares is dependent 
upon the consolidation ratio that applies in any reorganization. This 
Part also defines a dormant issuer and a reorganization and sets out the 
rules under which additional base shares may be released from escrow. In 
essence, the number of additional base shares may not exceed 750,000 
shares where there is no consolidation, and automatic and earned releases 
are governed by Table B to Part III and footnote 1 thereof which footnote 
is the expenditures test. The number of base shares is also limited so 
that the total shareholdings of the principals (all insiders and promot- 
ers of an issuer or any associate thereof) after the consolidation and 
the reorganization must not exceed 50% of the total issued shares of the 
issuer. This latter provision will ensure that there is a reasonable 
degree of participation by outside shareholders in reorganized issuers. 
To encourage reorganizations of issuers formed under the predecessors of 
this policy, and to permit them to avail themselves of its provisions 
relating to base shares there is a mechanism to apply to the Director for 
this purpose in circumstances when the issuer would not otherwise be 


classified as a dormant issuer. 


Part VIII - Dealer Compensation 


Three types of offerings are described: an underwritten offering, 
a best efforts offering and a guaranteed offering, with the minimum 
underwriting being increased to $100,000. The maximum dealer commission 
or mark-up permitted is set at 100% for distributions which provide the 
issuer with net proceeds of 65¢, decreasing to 30% where the net proceeds 
to the issuer is $2.05. This represents a significant reduction in the 
permitted commissions and mark-ups in Policy 3-02. Where the dealer 
commission or mark-up exceeds 30% there is an obligation on the part of 


the dealer to establish a trust fund for short sales. 
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As further incentive, dealers may receive a bonus of 15 shares for 
every 100 shares purchased from the treasury on an underwritten basis or 
10 shares for every 100 shares in the case of a best efforts financing. 
In other jurisdictions, dealer warrants are permitted but it was not 
thought appropriate that such a scheme be introduced into Ontario. Where 
the dealer mark-up or commission exceeds 30%, secondary offerings are 
limited in amount, and the net proceeds which must be received by the 
issuer is fixed at a minimum of 35%, thereby effectively limiting the 


price at which secondary shares in such distributions may be sold. 


A green shoe option, a dealer compensation option, and a promoter 
option are permitted which are essentially the same as those permitted in 
financings under Exchange policies. This was designed to assist in 
encouraging those Exchange dealers who do not presently deal with junior 
issuers to use familiar principles taken from Exchange financings. The 
dealer compensation option will also encourage dealers to be more selec- 
tive in the issues they distribute since the compensation option will 
have real value only if the issue is successful. Since issuers subject 
to this policy are generally at a more preliminary stage of development 
than issuers qualifying for listing on the Exchange, the terms of the 
dealer compensation option and the promoter option have been extended 


from 2 to 3 years. 


The policy contains rules which have not previously been the 
subject of policy statements to prevent conflicts of interest arising in 
distributions. Where, following the issuance by the Commission of a 
receipt for a preliminary prospectus, the dealer decides not to proceed 
with a proposed offering, the dealer is required to send a letter to the 
Commission and the issuer providing the details of the circumstances 
which gave rise to the decision on the part of the dealer not to proceed. 


Such letter will be placed in the issuer's public file. 


Part IX - Mergers and Consolidations 


This Part is necessary to set out the principles which would apply 
in respect to earned releases based upon expenditures incurred in both 


mergers and consolidations. 


Part X -— Private Placements 


Private placements have not previously been the subject of policy 
direction from the Commission. A private placement is defined to mean an 
issuance of securities of an issuer from its treasury without the filing 
of a prospectus with the Commission, in reliance upon an exemption 
contained in clauses/"a, b, c; dor —p) of Section, 71>) of sthemAct mor 
Clause 14(g) of the regulation to the Act, or equivalent legislation of 


another jurisdiction outside of Ontario. 


Private placements may be made either pursuant to private agree- 
ments, or pursuant to subscription agreements forming part of an offering 
memorandum. Private placements may be made at a discount from the base 
price, which simply stated is the weighted average price of the issuer's 
shares for the five trading days preceding the agreement day. Where the 
securities which form the subject of a private placement contain a tax 


incentive, discounts are not permitted. 


To prevent private purchasers from taking advantage of information, 
every private placement agreement must contain a representation and 
warranty of the placee that the securities are not being purchased as a 
result of any material fact or information about the issuer that has not 
been publicly disclosed. If a material change in the affairs of the 


issuer is announced by the issuer during the two week period following 
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the agreement day, and if such material change is not directly or indi- 
rectly related to or caused by the private placement, the private place- 


ment price may in such circumstances be increased. 


Placements by private agreement must close within 45 days, and if 
made pursuant to an offering memorandum within 75 days of the agreement 
day. There are provisions setting out the circumstances under which the 
shareholders of the issuer shall be required to approve a private place- 
ment. Shareholder approval is required if more than 50% of the securi- 
ties being sold by private placement are proposed to be purchased by non 
arm's-length persons, or if the private placement will result in a change 
in effective control of the issuer, or if the private placement is large, 
which occurs if it represents more than 50% of the number of the issued 
shares of the class outstanding before giving effect to the private 


placement. 


Warrants to purchase securities of an issuer may be issued as part 
of a private placement, provided that the warrants are not issued at a 
discount, they do not extend beyond five years, and they do not entitle 
the holder to purchase a greater number of securities than the number 
originally sold to placees. The longer the term of the warrant the 


higher must be its exercise price. 


If the closing of an issue of securities of an issuer pursuant to a 
private placement agreement does not occur within the specified times, 
then no subsequent private placement to a placee who was a party to the 
terminated private placement may be made for a period of 30 days after 
the date when the closing was required to have occurred, unless, the 
failure to close was not due to any act or omission on the part of such 
placee. This provision is designed to prevent the termination of private 


placement agreements so as to obtain more favourable pricing. 
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Part XI - Bonuses for Loans and Guarantees - Finder's Fees 


The subject matter of this Part has not previously been the subject 
of policy direction from the Commission. Junior resource issuers are 
usually unable to enter into conventional banking arrangements at any 
time during their initial development. Accordingly, the issue of 
shares or non-transferrable share purchase warrants in consideration of 
loans or loan guarantees made by both arm's-length and non arm's-length 


lenders is permissable. 


The following guidelines are provided: 


a) the loan and/or guarantee must be necessary and would not have 
otherwise been granted without a bonus to the lender or the guarantor, as 


the case may be; 


b) lenders or guarantors may receive a bonus of shares having an 
average current market price value not exceeding 5% of the amount of the 


funds loaned or guaranteed; and 


G) the amount of bonus that may be paid if warrants are issued may 
not entitle the holder to purchase more than double the number of shares 


permitted in (b) above. 


Bonuses are to be pro-rated on a monthly basis for any period less 
than 12 months. In circumstances where the ability of the issuer to 
repay a loan is not evident, and the issuer has given no security to the 
lender or guarantor, the bonus, if paid in shares may be increased to 20% 
of the value of the loan or amount guaranteed. A bonus paid in warrants 
may be similarly increased. The approval of shareholders must be obtai- 
ned for any bonus given to a non arm's-length lender or guarantor that 


exceeds 50% of the maximum bonus permitted to be paid by an issuer. 


Finder's fees and commissions may be paid to arm's-length persons 


or companies if the issuer receives a measurable benefit through the 


- 22 - 


efforts of such persons or companies. The benefit may be in the form of 
a private financing, acquisition of an asset, the sale of an asset or any 
other measurable benefit that has in fact been received by the issuer. 
The number of shares or other consideration to be paid as a fee will vary 
considerably depending upon the circumstances peculiar to a given situa- 


tion, and accordingly only guidelines are provided. 


There are resale restrictions applicable to shares or warrants 
issued on account of loans, guarantees, finder's fees or commissions. 
The payment of finder's fees or commissions to the insiders of an issuer 
is prohibited. Lenders or guarantors may, however, be acting on an 
arm's-length or non arm's-length basis with an issuer, and in fact, it is 
more likely that lenders and guarantors will be non arm's-length persons. 
Issuers in a strong financial position should not have to resort to the 


provision of loans other than from conventional sources. 


So as not to penalize or discourage non arm's-length persons from 
making loans or guarantees, it was determined that any resale restric- 
tions applicable to shares or warrants issued as a bonus for loans or 
guarantees, or as finder's fees or commissions should be subject only to 
the resale restrictions contained in Section 71(5) of the Act. These 
restrictions require that the issuer be a reporting issuer for 12 months 
and that no unusual effort be made to prepare the market in respect of 
any resales. In such a case, bonus shares or shares resulting from the 


exercise of warrants may be resold unless the person is a control person. 


Part XII - Shares for Debt 


The subject matter of this Part has not previously been the subject 
of policy direction from the Commission. The issuance of shares for the 
settlement of trade or other accounts which are otherwise normally paid 
in cash is permitted. The important factors the management of issuers 


should consider in this type of settlement are that the issuer has no 
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funds or immediate source of funds or that its funds on hand have been 
otherwise committed, and that the conversion of debt into equity will 
place the issuer in a positive working capital position or otherwise 
enable the issuer to continue as an ongoing concern. The price per share 
at which debt may be converted cannot be less than the average price for 
the issuer's shares over the 30 day period preceding the settlement but 


in any event not less than 15¢ per share. 


This Part also sets out the circumstances under which shareholder 
approval will be required. This occurs where more than 50% of the debt 
proposed to be converted into equity is owed to creditors who are not at 
arm's-length to the issuer, or where the issuance of shares for debt in 
any 12 month period would exceed 5% of the issued capital of the issuer 


at the beginning of the period. 


There are resale restrictions on securities issued for debt. If 
the creditor is an arm's-length creditor, then the resale restrictions on 
securities issued for debt are those which apply in Section 71(5) of the 
Act. These restrictions are described in the summary for Part XI above. 
For non arm's-length creditors those securities issued in settlement of 
debt are subject to the resale restrictions in Section 71(4) of the Act, 
which essentially requires that such securities may not be sold for a 
period of 18 months after their issuance. The application of these 
differing resale restrictions is consistent with rulings which have been 
issued by the Commission in debt settlement cases, and does not represent 


any change from existing practice. 


Part XIII - Reporting Issuers which Purchase other Securities 


The subject matter of this Part has not previously been the subject 
of a policy direction from the Commission. This Part applies to pur- 
chases of securities of issuers which are made in the normal market place 


where securities of the issuer are traded. It does not apply to private 
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agreements, purchases which are not solely for cash, or takeover bids 


made in compliance with the Act and the regulation. 


If an issuer has been a reporting issuer for more than one year, it 
may apply surplus funds of up to $150,000 for the purchase of securities 
of other issuers providing the two reporting issuers do not have a common 
insider. If there is a common insider additional restrictions apply, 
namely: the purchase must be for investment purposes only and the sale 
of such securities may not occur within 12 months without the prior 


approval of the Director. 


Prior to commencing any such purchase program, a letter shall be 
filed with the Director by a director or officer of the issuer setting 
out among other things, particulars of the purchase program, the invest- 
ment merit of the proposed purchase, and that the directors and other 
insiders have been notified of the purchase program and advised that 
they should not buy or sell securities of the target issuer during the 
time that purchases are being made by the issuer until after the 
publication of an announcement of the conclusion of the purchase program. 
In this regard, the issuer must issue a press release at the commencement 
of the purchase program informing the public generally of the merit and 
risk of the proposed purchase, the duration of the purchase program, the 
maximum number of shares to be purchased, the maximum number of dollars 
to be spent, the current expenditures and plans of the issuer and the 
target issuer, any direct or indirect interest of the issuer and its 
directors and insiders in the target issuer, and the market place where 


securities of the target issuer are traded. 


It is generally thought that while it may be appropriate in certain 
circumstances for issuers to purchase the securities of other issuers, 
their prime activity ought to be related to the carrying out of explora- 


tion programs on their own properties or on properties optioned from 
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others. Accordingly, the use of surplus funds for activities related to 


the purchase of securities of other issuers is strictly limited. 


Part XIV - Share Consolidations 


From time to time, the management of issuers determine that it is 
in the best interest of the issuer to effect a share consolidation. In 
the past, however, some share consolidations have been so severe as to 
essentially deprive the existing shareholders from any future voice in 


the issuer's affairs. 


A reporting issuer proposing a share consolidation is now required 
to issue a news release disclosing the proposed consolidation not later 
than the date that information is mailed by the issuer to its share- 
holders in connection with the meeting called for the purpose of approv- 
ing the consolidation. Such news release should disclose the proposed 
consolidation ratio, the number of shares outstanding before and after 
the consolidation, the date of the shareholders meeting, the reasons for 
the share consolidation, and any other actual or proposed material 


change. 


The prior approval of the Director will be required for any share 
consolidation which reduces the number of issued shares of a reporting 
issuer to less than 750,000, or for any share consolidation if the effect 
of such consolidation either alone or in combination with any prior 
consolidation within the preceding 12 months, would have the combined 
effect of consolidating the issued capital of a reporting issuer on a 
basis greater than 1 for 10. It is anticipated that the combination of 
these latter two provisions will mitigate the severity of consolidations 


which have occurred in the past. 
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Part XV - Acquisitions of Assets from Insiders 


The subject matter of this Part has not previously been the subject 
of policy direction from the Commission. In this Part the term "acquisi- 
tion" means the acquisition of a non resource property or interest 
therein. The acquisition of a resource property is covered by the 
provisions of Part VI. Where an issuer proposes to acquire an interest 
in a non-resource property or other asset directly or indirectly from an 


insider the following provisions apply: 


a) if the interest in the property or other asset has been benefi- 
cially owned by the insider for a period exceeding one year, the acquisi- 
tion may be made at its fair market value even if that exceeds the 


insider's cost; 


b) if the insider's interest has not been beneficially owned for 
the period exceeding one year, then the consideration that may be paid by 
the issuer is limited to the insider's out-of-pocket expense relating to 


the acquisition and maintenance of the interest; and 


c) shareholders must approve the acquisition under either (a) or (b) 


above. 


Application may be made to the Director to permit the payment of a 
greater consideration, if the insider acquired his interest in the 
property or the asset prior to the time he became an insider of the 
issuer, or if at the time the insider acquired his interest the issuer 


did not have the financial resources to acquire the interest. 


The purpose of these provisions is to prevent conflicts of interest 
which arise in non arm's-length transactions when insiders of an issuer 
deal with the issuer. The period of one year is consistent with the 


rules of the Exchange in similar transactions. 
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Part XVI - Management Remuneration 


This Part deals with the payment of both cash consideration to the 
management of issuers, and the granting of management stock options. The 
maximum monthly cash fee that may be paid or payable in the aggregate to 
the management of issuers which have no cash flow or immediate source of 
funds, other than by public subscription, is limited to $3,000. This is 


a new provision. 


Issuers may remunerate directors and officers by granting stock 


options or creating stock option plans. The basic features are: 


a) the options are non-transferrable; 
b) the options are exercisable within a period of five years; 
c) the aggregate number of securities reserved for issue shall not 


in the aggregate exceed 10% of the issuer's securities outstanding from 


time to time; 


d) the exercise price is limited to a specified discount from the 


market price; 


e) options to any one individual may not exceed 50% of the maximum 


number of options permitted in the aggregate; and 


f) the grant thereof must be made in compliance with a previous 
blanket ruling of the Commission dealing with trades by issuers in 


options to senior officers and directors. 
Except for the rules contained in the blanket ruling of the Commis- 


sion, management stock options were not previously the subject of a 


policy decision of the Commission. By fixing the amount of management 
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remuneration and the terms of management stock options it will now be 


possible to know precisely the maximum amounts permitted in these cases. 


Part XVII -— Financial Assistance from Officers and Directors 


From time to time issuers require financial assistance in small 
amounts and the only persons who have sufficient interest to provide such 
assistance are normally the directors and officers of the issuer. In 
order to facilitate the provision of small amounts of funds for issuers 


at relatively nominal cost, new policies have been established. 


The directors and officers and the associates of the directors and 
officers of an issuer may purchase securities of an issuer without 
shareholders approval, and without the necessity to make an application 


to the Commission for a ruling under Section 73(1) of the Act provided: 


a) the aggregate acquisition cost of securities purchased pursuant 
to Part XVII during any 12 month period by all of the persons mentioned 


above does not exceed $50,000; 


b) the securities are subject to the resale restrictions in 


Section 71(4) of the Act; and 


c) the price is not less than the base price minus the discount 


allowed in the case of a private placement. 


The proceeds from such sales may be used for working capital 
purposes. Since the amounts involved in this type of issue are rela- 
tively small, the protections afforded by the obtaining of shareholder 
approval to such transactions when compared to the cost of obtaining such 


approval were not considered to be justified. 
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Part XVIII - Adjacent Resource Properties and Retained Interests 


This Part is intended to deal with non arm's-length transactions 
between issuers and vendors of resource properties where the vendor 
wishes to retain an interest in the property in excess of permitted 
royalties or net profit interests, or where the vendor retains an inter- 
est in adjacent or contiguous properties. Such transactions may not be 
in the public interest where the full risk of exploration is undertaken 
by the issuer. Agreements between non arm's-length reporting issuers are 


not subject to Part XVIII. 
A non arm's-length vendor may retain an interest in a resource 
property in excess of the permitted royalty or net profit interest if the 


interest retained is a full participating interest. 


A non arm's-length vendor may retain an interest in an adjacent or 


contiguous resource property if: 


a) the vendor retains no interest in the property transferred to 


the issuer in excess of permitted royalties or net profit interests; 


b) the property transferred comprises not less than approximately 


four square miles (64 claims in Ontario); 


e) the issuer was offered and declined the opportunity to acquire 


the contiguous or adjacent property; and 


d) the vendor did not take part in the decision of the issuer not 


to acquire the adjacent or contiguous property. 
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Properties or interests therein acquired by a vendor within 6 
months after completing a non arm's-length agreement with an issuer 
which, if owned at the time the agreement with the issuer was made would 


be treated as adjacent properties, must be offered to the issuer. 
Part XIX -— Miscellaneous 

This Part is intended to deal with all miscellaneous matters which 
can be expressed in simple short statements of policy. There are 14 such 
matters. 
Part XX - Powers of the Commission 

This Part simply restates the existence of the Director's discre- 
tion, that the Commission may review any decision of the Director or a 


Deputy Director, and that the policy statement will be reviewed from time 


to time to monitor the effectiveness of its operation. 
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Recommendations 
The recommendations of the Committee are that: 


a) the Securities Policy for Resource Issuers prepared by the 


Committee be adopted by the Commission in its present form; 


b) the Technical Review Committee referred to in section 1.6 of 


Part XIX of the proposed Securities Policy be established forthwith; 


c) the Standing Liaison Committee referred to in section 1.3 of 


Part XX of the proposed Securities Policy be established forthwith; 


d) the Securities Policy be administered and interpreted so as to 


encourage promoters and vendors to do business in Ontario; 


e) if the Securities Policy for Resource Issuers recommended by 
the Committee is to be truly effective it is essential that an efficient 
and inexpensive market place exists in Ontario where the securities of 
resource issuers can be traded. To effect such purpose, an industry/ 
government task force should be immediately established to up-grade the 
Canadian Over-The-Counter Automated Trading System (COATS) system to a 
true trading system rather than its present status as a simple quotation 


and reporting system. 


a the exemption by the Toronto Stock Exchange of issuers applying 
to list on the Exchange from certain parts of the Exchange's Founder 
Stock Policy Statement, on the basis of time elapsed from the initial 
prospectus distribution, require only a 12 month waiting period where the 
issuer has complied with the Founder Stock Model of the Securities 


Rolcys 
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SECTION III 
ECONOMIC FRAMEWORK 


Economic Impact 


The value of non-fuel minerals produced in Canada in 1985 is 


estimated at $13.1 billion -- a $0.1 billion increase over 1984. 


The value of non-fuel minerals produced in Ontario is estimated at 
$4.4 billion or 33.6% of the national figure in 1985 -- representing a 


slight increase over the 1984 value of $4.3 billion. 


In 1984, Ontario's non-fuel mineral production accounted for 2.9% 
of the Gross Provincial Product and 25% of the value of the province's 
exports. However, if mining were integrated with primary metals produc- 
tion, metal fabrication and non-metallic mineral products, the contribu- 
tion of the four related industries would have amounted to 20.1% of 


Ontario's Gross Provincial Product in 1984. 


The value added by the output (i.e., geological information) of the 
mineral exploration segment (i.e., a service industry) is not known. 
However, the cost of general or grassroots exploration in Ontario in 1984 
was $55.9 million. This represents about 20.7% of the total spent on all 
exploration and mine development in Ontario that year (i.e. $270.3 
million) or 1.3% of the value of non-fuel mineral production in Ontario 


that wear @ises $4.3 billion). 
The Canadian mining industry (including metal, non-metal and coal 
mines, refineries and smelters but excluding the mineral exploration 


segment) provided direct employment for 156,650 in 1984. 


The Ontario mining industry (as defined above) provided direct 


employment for 37,000 men and women in 1984 mostly in Northern Ontario. 


Pe sa 


In addition, it is estimated that the minerals and metals-based semi- 
fabricating industry employed over 50,000 Ontario residents and contri- 


buted an additional $4 billion to the Ontario economy that year. 


Canadian Mining sector productivity showed a significant downtrend 
through the last two decades but this trend appears to have been reversed 
during and after the severe recession in the early 1980's. Much of this 
recent productivity gain may be absorbed by increasing government- 
mandated costs (e.g., workers’ compensation, pollution abatement, land 
reclamation and community assistance) and may not be available to invest 
in newer, productivity-increasing technologies or new domestic mining 


ventures. 


Economic Development -in Theory and in Practice 


There is a common belief in society that new businesses evolve from 
or are initiated by large wealthy corporations; nothing could be further 
from reality. Virtually all new development originates in small compan- 
ies and the minds of individuals. More than 80% of all new businesses 
started in Canada fail before their third birthday. Notwithstanding, it 
should be noted that during the current recession almost all new jobs 


(about 85%) were created by small start-up enterprises. 


New growth in an economy is not accidental. The various complimen- 
tary factors of production must be combined by deliberate efforts of 
entrepreneurs aiming at specific ends and motivated by their urge to 
improve their state. In the words of Joseph Sehutperers® "the entrepre- 
neur is the bearer of the mechanism of change." In eliminating actions 
of the entrepreneur, one eliminates the driving force of the whole market 
process. There is no substitute in our economy for the role of the 


entrepreneur. 
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Only through capital investment does society gain new economic 
development, and through economic development social objectives are 
achieved. In the world of economics, development implies change; change 
can only take place through innovation, investment and the assumption of 
great risks. In this scheme of things, innovation implies economic 
development and economic development cannot take place without innova- 
tion: "without development there is no profit, without profit there is 


no innovation" (Schumpeter). 


Schumpeter defined the economic renewal phenomenon as the "Process 
of Creative Destruction... the same process...that incessantly revolu- 
tionized the economic structure from within, incessantly destroying the 
old one, incessantly creating a new one. This process of Creative 
Destruction is the essential fact about capitalism. It is what capital- 


ism consists of and what every capitalist concern has got to live in." 


Rapid and profound technological changes are affecting economies in 
every industry and every nation in the world. Within the past decade 
earth sciences have been revolutionized by theories of continental drift 
and ore genesis which have completely altered geological concepts and 
knowledge. New ideas are abundant; opportunities for the discovery of 
new mines are virtually boundless, limited only by financial constraints 


on sources of risk capital. 


Federal/Provincial policy makers and legislators, in devising tax 
policy, must accept as fact that our economy functions in an evolutionary 
environment in a highly competitive world. Innovation in the productive 
apparatus of industry, largely by new businesses which exploit rapid and 
continuous changes in technology, provides the driving force of the 
market process. If we are to rejuvenate the Canadian economy, federal 
and provincial tax and regulatory policies must provide an investment 


environment that encourages high risk equity investment. 
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Risk and the Entrepreneur 


The entrepreneur's energy and willingness to assume risks and 
responsibilities enables an enterprise to be launched. In the Canadian 
exploration field it has been normal to equate the terms ‘entrepreneur' 
and 'promoter' and while economists differentiate these roles, for our 
purposes we can assume they are synonymous. The following quotation from 
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Mises describes the entrepreneur/promoter: 


"It is to be admitted that the notion of the entrepreneur/promoter 
cannot be defined with prexeological rigor. However, economics 
cannot do without the promoter concept, for it refers to a datum 
that is a general characteristic of human nature that is present in 
all market transactions and marks them profoundly. This is the 
fact that various individuals do not react to change in conditions 
with the same quickness and in the same way. The inequality of 
men, which is due to differences both in their inborn qualities and 
in the vicissitudes of their lives, manifests itself in this way 
too. There are in the market pacemakers and others who only 
imitate the procedures of their more agile fellow citizens. The 
phenomenon of leadership is no less real on the market than in any 
other branch of human activities. The driving force of the market, 
the trend toward unceasing innovation and improvement is provided 
by the restlessness of the promoter and his eagerness to make 


profits as large as possible." 


Both Mises and Schumpeter state that the entrepreneur is never the 
risk bearer. In instances where an entrepreneur provides a part of the 
capital, the risk falls on him as capitalist or as a possessor of goods, 
not as an entrepreneur. This may appear as a fine distinction, however, 
Mises goes on to say: "Let us try to think the imaginary construction of 
a pure entrepreneur to its ultimate logical consequences. The capital 


required for his entrepreneurial activities is lent to him by the 
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capitalists in the form of money loans... But even if the entrepreneur is 
in a position to provide himself a part of the capital required and 
borrows the rest, things are essentially no different. To the extent 
that the losses incurred cannot be borne out of the entrepreneur's own 
funds, they fall upon the lending capitalists, whatever the terms of the 
contract may be. A capitalist is always virtually an entrepreneur and 
speculator. He always runs the chance of losing his funds. There is no 


such thing as a perfectly safe investment." 


To attract funds to high risk equity investment, legislators must 
create an economic environment that fosters entrepreneurial innovation 
and initiative; risk/reward expectations are vital to the process. The 
possibility of acquiring great rewards for great risk must extend beyond 
the entrepreneur to those who provide the initial start-up capital. The 
possibility of gaining high profits acts as a stronger incentive than is 


rationally justified by an investor's expectations. 


Disproportionate individual success such as that achieved at Hemlo 
and earlier at the Horne Mine, Kidd Creek and elsewhere in Canada, has a 
valid function in mining exploration. The potentially great bonanza is 
the substance of dreams that constantly drive Canadian prospectors to 
impossible heights of achievement. When, through excessive taxation, 
these exceptional deposits are reduced to the level of the ordinary, much 


of the reason for seeking them is lost. 


Sources of High Risk Exploration Money 


High risk ventures must be financed by permanent capital, i.e. 
equity or retained earnings rather than debt. Realistically, borrowed 
funds stand little chance of ever coming back in high risk ventures. 
Invariably, the entrepreneur must finance his enterprise with equity 


provided largely through the savings of individual investors. 


It is appropriate to remember Adam Smith's 200 year old dictum that 
national as well as private wealth derives from the initiative and 


private ingenuity of individuals. 


Tax and regulatory policies for decades favoured large established 
corporations over individuals and new businesses, debt over equity, 
safety over risk, quick payoffs over long term opportunity, and redistri- 
bution over capital formation and investment. The consequences were 
predictable; equity investment in high risk situations fell precipitous- 
ly, while at the same time individual wealth accumulations, comprised 
largely of safe non-productive fixed interest securities, stand today at 


record levels. 


Wealthy investors, venture capital funds and other financial 
institutions and intermediaries rarely, if ever, participate in such very 
risky situations as hard rock exploration. Generally speaking the risk 
component of investment is borne by middle-class wage earners, profess- 
ionals, etc. In order to free funds for higher risk equity investment, 
compelling tax incentives must favour this class of risk-taker, the group 
from which is drawn most of society's economics activists. This profile 
of the 'penny' stock trader is confirmed in an appendix to the Kalymon 


Report. 


The Mineral Supply peOcesae 


"The process of attaining economic production of a mineral consists 
of a multistage series of activities by which minerals are converted from 


unknown geological resources to marketable commodities. 
"The physical occurrence of mineral deposits in nature and the 


demand for mineral commodities in the economy provide the basic stimuli 


for mineral supply. Favourable perceptions of exploration geologists and 
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market researchers regarding these geological and market factors combine 


to guide the selection of environments for exploration. 


"The mineral exploration phase is a sequential information- 
gathering process. In the primary exploration stage, potentially favour- 
able areas of land are initially selected within an environment of 
interest. These areas are then subjected to a series of geological, 
geophysical and geochemical tests. The successful result of the primary 
exploration is the discovery of ‘mineral occurrences’. At this stage the 


ultimate size and value of each mineral occurrence is unknown. 


"The mineral occurrences discovered provide justification for the 
second stage of exploration when information is provided for estimating 
the size, grade, and physical characteristics of the discovery relevant 
to mineral or metal recovery. The successful result of this delineation 


is the definition of possible economic discoveries for evaluation. 


"When sufficient delineation has been completed, a decision is made 
which determines whether a mineral deposit should be developed to produc- 
tion. If the characteristics of the delineated deposit provide justific- 
ation for mine development, what is perceived to be an economic mineral 


deposit is the end result of mineral exploration. 


"The development phase establishes productive mining and mineral 
processing capacity. Processing is required to upgrade the mine product 
(ore) to a mineral 'concentrate' for transportation and sale. Thus, the 
construction of processing facilities is carried out in phases with mine 
development. The installation of a mill at a mine site may be required 
or a common processing facility may be used to treat ores from a number 


of mines in a region. 


"When a mine has been developed and related processing facilities 


constructed, the production phase commences. The mining phase may 
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include the stripping of waste for open pits, the preparation of stopes 
for underground mining, the development of ore reserves, drilling, 
blasting, materials handling to the processing facilities, the filling of 
mined-out stopes, and associated technical and planning services. For 
base metal operation, the processing stage usually includes crushing, 
grinding, flotation, drying, tailings disposal, and the loading of 


concentrate products for shipment. 


"The end result of the mineral supply process is the production of 
metal concentrate at the mine site to satisfy market demand. Market 
demand conditions include product transportation, smelting and refining 


activities, as well as the sale of metal in the ultimate market. 


"The mineral supply process is dynamic. First, the market demand 
for mineral commodities changes with time due to a number of factors, 
including: varying requirements of existing end uses; changes in the 
properties and relative costs of substitute materials; the development of 
new product markets; and modifications in transportation, smelting and 
refining conditions. Secondly, depletion, the physical exhaustion of 
mineral deposits, is inherent in their exploitation. Thus, continual 
exploration is required just to sustain the existing level of mineral 
production. Furthermore, exploration, guided by geological concepts and 
skills, is to some extent a systematic process in the long term which, 
generalizing through the random and unexpected outcomes associated with 
exploration's high risk, tends to detect first those deposits that are 
largest, highest grade, closest to surface or closest to market. Conse- 
quently, the best, easiest-to-find, deposits will on average be discov- 
ered, developed and exhausted first. Lower quality, smaller, or harder- 
to-find deposits remain for the future. Thus, depletion causes the cost 
of mineral supply to rise over time. Fortunately, there is a third 
offsetting dynamic force which is also at work: advances in technology. 
Such advances may include more efficient and extensive exploration 


techniques, and improved mining and mineral processing methods. Advances 
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in technology act to reduce the cost of mineral supply. The resultant of 
this market, depletion and technological forces determines whether the 
economics of mineral supply are in fact deteriorating or improving with 


time. 


"Mining productivity may be evaluated in terms of the economics of 
this mineral supply process. This provides a basis for examining the 
effects of the geological characteristics embodied in the process of 


productivity change." 


bine Schumpeter, Theory of Economic Development, Trans. Opie and 


Redvers (New York: Oxford University Press, 1961). 
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Ludwig Von Mises, Human Action: A Treatise on Economics, 3rd 


Revised Ed. (Chicago: Contemporary Books Inc., 1966). 


This section is quoted from Brian W. MacKenzie, "Geological 
Aspects of Mining Productivity: Canada's Base Metal Resources," 
(Kingston: Centre For Resource Studies, Queen's University Press, 1985), 


Technical Paper No. 6, pp. 15-18. 
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SECTION IV 
A PRACTITIONER'S 20 YEAR REVIEW OF ONTARIO POLICIES AFFECTING 
JUNIOR RESOURCE COMPANIES 


Introduction 


At the present time laws governing Ontario securities have evolved 
into one of the most highly sophisticated securities laws in the world, 
far surpassing in scope and detail all free world jurisdictions except 
for the United States, after which Ontario's laws are patterned. The 
highly sophisticated nature of these laws, with their accompanying 
inflexibility, has resulted in a relatively scandal-free capital market 
in Ontario, but has had adverse effects on a former world class explora- 
tion and development industry and has resulted in reduced exploration 
activity in Northern Ontario. The evolution of these laws over the past 
twenty years has, among other factors, severely impacted upon the compet- 
itive quest for funding for the exploration industry in Northern Ontario 
relative to Quebec, British Columbia and several other Canadian pro- 
vinces. Simply put, Ontario is no longer competitive in the quest for 
risk financing. The lack of risk financing affects not only the economy 
of Northern Ontario but also of Southern Ontario, even though a signifi- 
cant portion of the British Columbia risk capital is raised in Southern 
Ontario. Clearly, the risk reward ratio forces the modern explora- 
tionists to seek an environment which will maximize his return on the 
high risk dollars he spends. At the present time, Ontario is not compe- 
titive with several other Canadian provinces and several American states, 


for either the raising or the spending of exploration funds. 
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History 


Windfall Scandal 


Prior to the Hemlo discoveries in 1981, the last major Canadian 
mineral exploration success story was the discovery by Texas Gulf Sulphur 
Company (now known as Kidd Creek Mines Ltd.) of a significant silver and 


base metal mine in the Timmins Area in 1964. 


The size of the deposit and the mystique and excitement created by 
its discovery captured the imagination of the Canadian public. Tele- 
vision exposure given to the discovery at the time created heavy specu- 
lator interest in a number of junior exploration and development com- 


panies which had properties in the immediately surrounding area. 


One such company, Windfall Oils and Mines limited, had its stock 
price soar from approximately $0.50 per share to $5.50 per share in a two 
week period pending announcement of the results of its drilling pro- 
gramme. When it was ultimately publically disclosed that Windfall had 
not encountered mineralization of economic significance, stock prices 
collapsed, securities regulators investigated and found that the drilling 
results were known to the principals of Windfall prior to the public 
announcement and that several persons had been trading on the basis of 


publically undisclosed information for their personal benefit. 


This scandal, which attracted international attention and reflected 
adversely on the Ontario and Canadian capital markets, ultimately led to 
the Ontario Government appointing Mr. Justice Arther Kelly to conduct an 
inquiry into the trading in Windfall shares. Mr. Justice Kelly released 
his report in September, 1965 which condemned the activities of Wind- 
fall's promoters and ultimately led to significant changes in Ontario 
securities legislation; which changes, were designed to ensure that a 


similar situation could not reoccur in the future. 
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Securities Act of 1967 


The Windfall Inquiry led directly to the enactment of the Secur- 
ities Act of 1967 which was a major departure from the securities laws 
which existed in Ontario to that time. The 1967 Act was generally 
patterned after the 1933 and 1934 Securities Acts of the United States 
and had the effect of dramatically expanding the regulatory controls over 
the securities industry in Ontario. The regulations and policies promul- 
gated thereunder led to an immediate decline in the then active junior 
resource financing industry in Ontario. Some have expressed the view, in 
hindsight, that the legislation was an over-reaction or overkill of the 
industry based on one bad apple in the barrel. Clearly, the Windfall 
Scandal provided the reason to generally overhaul Ontario securities laws 
and bring them abreast with the great strides that had been made three 
decades earlier in the securities laws governing American capital 


markets. 


Because the regulators were reacting to an obvious abuse of the 
existing system and had as their prime concern the protection of the 
public from stock fraud or manipulation, they brought forward rigid, 
structured legislation for the financing of junior resource issues which 
did not take into account the uniqueness of the junior resource industry 
or the important role it played in the Canadian and Northern Ontario 
economies. This ultimately led in 1976 to Ontario Securities Commission 
Policy 3-02 which created an artificial separation of the functions of 
the prospector/vendor, promoter and underwriter. The separation of these 
functions was designed to limit the return each group could make in any 
financing and imposed selling prices and therefore economic returns on 


each group which had no bearing, in most cases, to market conditions. 
The effect on financing in the junior resource industry in Ontario 


was immediate, catastrophic and led to a rapid decline in the number of 


financings undertaken in Ontario; which in turn, contributed along with 
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several other factors to the immediate slow-down of mineral exploration 


and development activity, not only in Ontario, but throughout Canada. 


This tightening of regulatory control over the junior exploration 
and development business, together with the effects of the Foreign 
Investment Review Act and changes in federal and provincial tax laws 
insofar as they related to mining taxes, capital gains and the prospec- 
tors' exemption, combined to provide an almost lethal blow to this once 
great industry. The pendulum swung in favour of strict regulatory 
control, totally ignoring the economic consequences. In today's terms, 
the loss to investors as a result of the Windfall affair would be incon- 
sequential. In 1964 terms, the scandal was sensational and almost 


resulted in the death of an industry. 


Decline in Activity in Ontario - Increase in Activity in Vancouver and 


Montreal 


The legislation which followed in Ontario provided for a rigid, 
patterned financing structure which lacked the flexibility necessary to 
accommodate the infinite diversity of properties requiring financing. 
Apart from the junior resource industry, all other interested parties 
prefer a codified system because it reduces the possibility that an 
aggrieved party can attack a decision on the grounds of discrimination or 
improper exercise of discretion and gives the public the perception that 
the particular transaction being turned down does not strictly meet the 
requirements. The net effect of the legislation was that not only did it 
have an immediate detrimental effect on the fringe operators in the 
business but it provided a major impediment to bona fide resource profes- 
sionals who needed a flexible financing system to accommodate the sub- 
stantial risks of the exploration business. There is no doubt that the 


baby got thrown out with the bathwater. 
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Immediately, a significant number of promoters moved the base of 
their operations to either Vancouver or Montreal because British Columbia 
and Quebec had not at that time adopted similar legislation. Over the 
next ten years the number of financings of Ontario junior resource 
companies involved in exploration and development activity decreased 
correspondingly. Not only was the junior resource industry in Ontario 
dying, but the major mining companies, which historically had fed off of 
the discoveries made by the juniors, were also in trouble by 1975 to 1978 
because of a lack of smelter feed for their smelters, low mineral prices, 
and an adverse tax system at both levels of government. Professor Basil 
A. Kalymon et al in their study entitled Financing of the Junior Mining 
Company in Ontario, dated May 1978, stated that the decline in the level 
of financing provided to the junior mining sector in Ontario has been 
devastating. The total level of funds raised in public markets in 1978 
had fallen in real terms to less than 15% of the level of funds provided, 
on the average, in the decade prior to 1960. In explanation the study 
said "no factor other than the conditions prevailing in our capital 


markets can offer much credibility." 


The Kalymon Study proposed that a major restructuring of the 
fund-raising process for this industry was needed if its full social 
contribution potential is to be realized. The Kalymon Study made four 


major recommendations. 


(a) Create a new stock exchange for trading junior speculative 
securities, either in association with the TSE or as a totally indepen- 


dent computerized trading market; 
(b) Ensure that regulatory bodies disclose information fully and 


timely, and allow the financial markets to evaluate the merits of indi- 


vidual investments strictly according to their own market criteria. 
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(c) Ensure that the OSC maintains an "evergreen" form of essential 


prospectus information; and 


(d) Modify the current regulations governing the structure of 


underwriting agreements as follows: 


(i) remove the artificial separation of the promoter and the 


underwriter; 


(ii) permit options at escalating prices; 


(iii) set selling prices by market conditions, rather than by arbi- 


trary pricing limits; and 


(iv) relate underwriting prices to market prices once a trading 


market has evolved. 


Not only was no action taken with respect to the above noted 
recommendations by the OSC at the time; but the Kalymon Study and all 
subsequent studies were almost totally ignored by Ontario securities 


regulators. 


Eight Years Later 


In 1974, with the entire Canadian exploration and mineral industry 
in trouble, industry representatives spoke out against the governmental 
regulations regarding taxation, foreign investment, and environmental and 
securities matters. In his speech to the Canadian Club in Toronto, on 
February 3, 1975, "Canada's Mining Industry - Where Do We Go From Here?" 


Mr. Alfred Powis, the President of Noranda said: 


"So the answer to the question, 'Where do we go from here?' is 


"Nowhere'. The industry's mood is one of frustration and despair. 
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What we face is a significant decline in the level of mining's 
contribution to the Canadian economy. Present circumstances won't 
force the shut down of many existing operations, but few new 
projects which aren't government sponsored or artificially induced 
will be undertaken in most of Canada in the future. The level of 
exploration will be inadequate to replace, much less enlarge, the 
reserves being extracted. Nor can this stagnation and decline be 


readily reversed." 


Pressure brought by the Canadian mineral exploration and financial 
communities led to the OSC conducting the Study of the Financing of 


Exploration and Development Companies, which culminated in public hear- 
ings held by the OSC under the chairmanship of Mr. Arthur Patillo, Q.C., 


invApril. 1975. 


At this hearing, the finance industry presented numerous briefs 
regarding the financing of all sectors of the mining industry including 
exploration and development. There is no doubt that securities regu- 
lators and politicians in Ontario were made fully aware at this time of 
the decline in the junior resource industry in Ontario and the disastrous 
effects this decline was having in Northern Ontario and on the Canadian 


mining industry as a whole. 


OSC Policies 3-02 and 3-03 (October 1, 1977) 


As a result of the 1975 public hearings, the OSC came forward with 
Policy 3-02 and 3-03 in October, 1977 which was purportedly designed to 
take into account the problems raised during the public inquiry. Instead 
of fostering junior resource financing in Ontario, Policy 3-02 had the 
opposite effect on the industry. Its financing structure was rigid and 
tailor-made for broker-dealer type transactions. Very few junior resou- 
rce financings were carried out in subsequent years in Ontario other than 


through broker-dealers. At that point, the remaining bona fide 
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professional resource developers who had been hanging on in Ontario 
hoping that there would be change in the OSC's attitude, then migrated 


westward with their deals. 


At the same time, the TSE was not encouraging new junior resource 
listings because it was promoting its image in the international finan- 
cial community as a senior stock exchange. The TSE clearly was abro- 
gating its role as a marshaller of Canadian capital for the junior 
resource industry in favour of a more international stature. It can be 
truly said that the TSE's position on the junior resource financing 
industry in 1975 was passive and that it was doing nothing to encourage 
the OSC to relax its policies or design policies which encourage junior 
resource financing. Indeed, the TSE did not even file a brief at the 


1975 OSC public hearings. 
Meanwhile In Vancouver 


Most of the speculative activity in junior resource exploration and 
development stocks eventually migrated to the Vancouver Stock Exchange 
where it was welcomed with open arms. As a result, the VSE grew in size 
and the Vancouver brokerage community flourished. Not only was the VSE 
raising funding in British Columbia for resource issues, but risk capital 
gravitated to it from all over the western United States, Europe, South- 
ern Ontario and the rest of Canada. Its markets became so active that it 


became the main source of junior resource risk capital in Canada. 


This increased activity was, however, not without it problems and a 
number of investigations and minor scandals took place on the VSE during 
the 1970's. In 1981, the Hemlo gold deposits in Northern Ontario were 
discovered and the money for their discovery and pre-production develop- 
ment was raised on the VSE. As a result of this discovery, the media 
coverage given to it, and the fact that a large number of junior develop- 


ment companies listed on the VSE had claims in the immediate Hemlo area, 


= Oe 


financing activity on the VSE reached frantic proportions. Toronto-based 
brokerage houses initially looked at this discovery with a degree of 
smugness and skepticism and waited for the bubble to burst. Fortunately, 
such was not the case and the initial discoveries held up during pre- 
production development drilling and proved to be ultimately larger than 
initially envisaged. Hundreds of millions of dollars were raised by 
equity and back financing to bring these deposits into production. This, 
in turn, led to many additional financings through the VSE, and the 


Vancouver brokerage community prospered. 


Meanwhile, in Ontario 


In Toronto, the general economic recession Canada was suffering at 
‘the time, led to significantly lower trading volumes on the TSE and as a 
result, a number of Toronto brokerage firms were only marginally profit- 
able. At this time political and other pressure was brought by the 
Ontario government to have the TSE and OSC develop policies which encour- 
aged junior resource financing. As a result, Mr. Henry J. Knowles, 
Q.C., Chairman of the OSC, at that time appointed a committee of promi- 
nent natural resource professionals to review the existing legislation 
and "arrive at specific proposals, if feasible,... for changes in the 
regulations and policies that will go as far as possible to meet the 
concerns of industry representatives but in a manner that will continue 
to enable the OSC to properly carry out its mandate". In addition, the 
TSE formed its Market Access Committee which was charged with the respon- 
sibility of developing TSE policies to encourage capital formation by 


junior companies. 


Apple/Hume/McAdam/McCartney/Menzel Study (April, 1980 to September, 1981) 


This committee produced a report dated September 30, 1981 in which 
it concluded that the promotion and financing of junior natural resource 


companies should be encouraged in Ontario because they are socially 
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useful. The committee made eight major recommendations dealing with all 
facets of junior resource financing and suggested that new policies be 
drafted which should be kept as simple as possible and published, so that 
all in the industry would be aware of them. One of the committee's most 
interesting observations was that the committee believed, like the 
Kalymon Study, that it was highly desirable that a junior speculative 
exchange be established in Ontario and recommended that the TSE be 
encouraged to sponsor a junior exchange or at least the equivalent of a 
published quotation system similar to the National Association of Securi- 
ties Dealers Automatic Quotation System in the United States because "it 
would serve a useful social function", and, at the same time, not adul- 
terate the standing of the TSE. The committee decried the loss of 
business from Ontario to the VSE from the points of view of junior mining 


companies, investors in Ontario and the Ontario securities industry. 


TSE Develops Proposal to Foster Capital Formation for Junior Resource and 
Industrial Enterprises (September, 1980 to January, 1982) 


The TSE Market Access Committee commended a study relating to 
fostering capital formation for junior resource and industrial companies 
which was designed to encourage listings on the TSE. A number of speci- 


fic recommendations came from this report, some of which were as follows: 


(a) reduce listing requirements slightly (minimum working capital 


and number of shareholders); 


(b) place considerable weight on the financial responsibility and 


credibility of the principals of these companies; 
(c) recommend that OSC Policy 3-02 be fully revoked or at least not 


made applicable to companies simultaneously seeking a listing on the TSE 


and undertaking an initial public financing; 
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(d) streamline the Statements of Material Facts; 


(e) establish a separate section on the TSE for junior companies; 


and 


(f) establish a mechanism whereby a company could undertake a 
distribution to raise its initial public capital under a Statement of 
Material Facts fixed price offering using the TSE's facilities prior to 


listing. 


OSC Repeals Policies 3-02 and 3-03 


As a result of the foregoing, the OSC recognized that Policies 3-02 
and 3-03 were specifically designed to foster broker-dealer type deals, 
and in effect, prohibited companies from seeking initial financing 
through TSE member firms. The OSC repealed Policies 3-02 and 3-03 and, 
once the TSE published rules, undertook to implement the TSE's proposals 
and to consider what policies it required in respect of financing of 
junior natural resource companies. In repealing Policies 3-02 and 3-03, 
the OSC indicated that it would use its discretion in dealing with 
prospectus filings of junior natural resource companies and for requests 
for consent to the transfer or release of escrowed shares and indicated 
that it would not be bound by former policies of the OSC in this regard. 
At the same time, the OSC indicated that it would use former Policies 
3-02 and 3-03 as guidelines for the exercise of its discretion under the 


AGE. 


Disagreement between OSC and TSE over Ultimate Reviewing Authority 


A difference of opinion then developed between the OSC and the TSE 
with respect to the ultimate reviewing authority over Statements of 
Material Facts. This disagreement took place in the Fall of 1982 and was 


publicly reported in the newspapers at that time. In December, 1982 an 
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OSC hearing was held to resolve the issue and the Commission ruled that 
it was not prepared to and could not legally delegate its reviewing power 


Comene lot. 


The TSE's New Policy 


As a result of the foregoing the TSE established, effective May 26, 
1983, a policy statement relating to distributions through its facilities 
by means of an Exchange Offering Prospectus ("EOP") and a new policy 
entitled "Founders Stock Policy Statement". Both of these policies were 
specifically designed to encourage listings and to provide a means 
whereby initial financings could be carried out on the TSE and the 
companies financed and listed immediately following such financing. In 
hindsight, it is also fair to say the the Founders Stock Policy was 
complex and not easily understood by very many people. As a result of 
this policy, persons contemplating the listing of a junior issue on the 
Exchange often has to negotiate with TSE staff on a one-to-one basis. 
The EOP was essentially an up-graded Statement of Material Facts which 
contained rescission rights. In addition, the EOP was to be reviewed for 
initial comments by TSE staff and cleared more quickly than had it been 
an initial filing with the OSC, even though the OSC retained ultimate 


authority to approve of the form and content of the document. 


In the Summer of 1984 the TSE fine tuned its policies in this 


connection and obtained an OSC order relating to its proposed changes. 
Present Situation (Spring of 1986) 
OSC Policies 

Since the repeal of Policies 3-02 and 3-03 on December 24, 1982, no 


replacement policies have come forward from the OSC. It is our under- 


standing that a policy review of junior resource financing was underway 
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at the OSC on a priority basis but it has been deferred pending the 
release of this report. In the interim, financings are being looked at 
on a case-by-case basis, with the former repealed policies as guidelines. 
The present system is working fairly well, although from the public's 
point of view it has the distinct disadvantage of not having any fixed 
written policies to be complied with and leaves filings subject to change 


atecnerdl secretion oODOSGmstatias 


At present, most financing of junior resource issues in Canada is 
done by means of flow-through shares, a significant portion of which are 
done on a private placement basis, the mechanism for which is simple and 
straight forward and already provided for under the existing Securities 


Act and TSE rules. 
TSE Policies 


TSE staff, recognizing that the Founders Stock Policy was too 
complex and needed revision, recently simplified it. Since the number of 
companies taking advantage of EOPs had not reached the number that they 
originally anticipated, TSE staff expended every effort to ensure that 
the clearance time for EOPs was substantially reduced compared with that 
of the OSC for prospectuses. As a result, the cost of EOP issues, when 
compared with a full OSC prospectus, dropped substantially to the $25,000 
- $35,000 range, primarily as a result of reduced time spent drafting a 
prospectus and lower printing costs. Even though new EOPs are not being 
done with the frequency that was originally envisaged, issues that had 
previously been listed on other exchanges and that have matured to the 
point where they want access to a larger market are still applying for 
listings. The TSE's Market Access Committee has recently introduced 
major changes to improve the EOP financing mechanism. The TSE now has 
"sole reviewing power" in Ontario for companies that have been listed for 


one year. 
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There is no doubt that the TSE has now adopted a positive attitude 
toward junior resource financings and has exhibited a competitive atti- 
tude in seeking the listing of junior resource companies issued with 


quality properties and competent management. 
The Net Effect 


Although the OSC and the TSE now wish to encourage junior resource 
financing in Ontario, their policies since 1967 have had the exact 
opposite effect. The primary complaint against these policies is that 
they are too structured and rigid and do not provide the flexibility 
required by the junior resource industry. In addition, present pol- 
icies, or lack thereof, are such that the mining entrepreneur must seek 
costly advice from lawyers and other professionals who have had experi- 
ence in dealing with the OSC and the TSE. Every transaction will have 
some aspects which involve direct negotiation with the regulatory author- 


ities on a case-by-case basis. 
Result 


As a result of the foregoing, a relatively scandal-free securities 
market exists in Ontario at the present time and this has continued for 
the past twenty years. In addition, it is a securities market in which a 
bona fide professional resource developer with quality properties and in 
some cases a great deal of patience can gain access to a legitimate 
securities market provided there are funds available. It is a fair 
statement to say that through a series of circumstances we have arrived 
at a system which achieves the desired objectives of both the regulator 
and the bona fide professional resource developer, and with a little fine 
tuning, we can again make Ontario competitive with British Columbia and 


Quebec for primary high risk resource capital. 
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The Future 


Where do we go from here? The present system, although not ideal, 
has provided a scandal free capital market from the regulator's point of 
view and an accessible capital market from the industry's point of view. 


However, this is achieved only with high costs in both time and money. 


The OSC has recently addressed one fundamental problem without 
which no amount of legislative or policy tinkering has any material 
effect on the amount of public money available for high risk mining 
ventures. That basic problem was the lack of a bona fide public market 
for the secondary trading of junior resource issues. In combination with 
the TSE, the OSC recently established the Canadian Over-the-Counter 
Automated Trading System (COATS) which provides published daily trading 
results and, hopefully, will result in a market for secondary junior 


trading in resource issues in which the public has confidence. 


Every major brief presented to the OSC since 1975 has advocated the 
creation for speculative issues, either a separate stock exchange, or a 
separate section on the TSE for speculative issues or a NASDAQ type 
system where the public obtains daily information about trading prices 
and volumes and can be assured that regulatory authorities are monitoring 


the market for fraudulent activities. 


The OSC and the TSE jointly announced on May 1, 1985 a new system 
for non-listed securities which became fully operational on April l17, 
1986. COATS will be operated and regulated by the OSC, and the TSE will 
act as the OSC's agent and supply an electronic quotation information and 


trade reporting system. 
The COATS system will lead to greater efficiency in the investment 


community and capital markets. It will provide the public with quality 


information needed to provide a trading system upon which the public can 


ey 


rely with confidence. Up to now, the public has had no confidence 
whatsoever in the unlisted market and believed it to be susceptible to 


abuse. 


Hopefully, as soon as the present COATS system is functioning 
properly, the OSC will expand the number of COATS securities, particu- 
larly by permitting COATS trading of securities listed and posted for 
trading on Canadian stock exchanges other than the TSE, and as quickly as 
possible by enlarging and expanding the system from the computerized 
dissemination of current quotations and trade data to a fully operational 
trading system. Only then will the bona fide public market so long 


sought for junior resource issues be attained. 


Our Committee believes that if the proposed policy for junior 
resource financing is implemented along with some of the other recom- 
mendations in the report, and metal prices improve somewhat, the Ontario 
capital markets will again be in a position where they can effectively 
provide the risk capital required by the Northern Ontario and the Cana- 
dian resource industries to find and finance the mines and wells neces- 
sary to help with Canada's balance of payments deficit and contribute to 


increased Canadian employment. 
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SECTION V 
A REVIEW OF JUNIOR RESOURCE FINANCING IN 1985 


Junior Mine Financing Statistics 


Statistics on junior mine financing are difficult to compile 


for a number of reasons: 


Ie The various exchanges don't break down the financings by industry. 


7b Larger issues are often cleared in several jurisdictions and can be 


double counted. 


Seo There are problems in defining junior companies. 
4, Some companies are active in more than one industry. 
De In Vancouver, many dormant junior mining companies are being 


reactivated as industrial companies. 


6.5 Various securities commissions list filing statistics but don't 


provide final numbers. 


The Vancouver Exchange is undoubtedly still the primary source 
of new junior resource company financing with the Montreal Exchange 
making a strong comeback because of substantial government help in 
starting up new companies with the Quebec Stock Savings Plan (Q.S.S.P.). 
As shown on the following page, Vancouver had as many new listings as the 


other three Canadian stock exchanges combined. 
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(1) 
(2) 


New Listings on the Four Exchanges 


1985 
Toronto 73 
Montreal lela) 
Vancouver 231(2) 
Alberta 70 


41 companies eligible for Q.S.S.P. 


1984 


100 


a2 


346 


61 


Instituted policy to activate dormant companies. 
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VANCOUVER STOCK EXCHANGE 


Number of Companies Listed in 1985: 2,046 


388 


238 


286 


1868 


se 


New Listings: 


Resource Companies: 84% 


High Tech Companies: 6% 


Other Companies 10% 
ANNUAL 

FINANCINGS 

(IN MILLIONS $) 
1971-1985 
51 
46 
me 2 24 Pe ze oS OB 

Bx ee é a z 


72 73 74 7s 76 cad 78 


NBSiesy Sh wash) 
1984 - 346 
1983 = 293 
1982 - 104 
L981) r=) 7219 
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322 


VANCOUVER STOCK EXCHANGE 


1985 FINANCINGS 


imataa l 
*2 
Sohlgiyg & Prospectus 


Private Placements 
TOTAL 


* 
: 2.3 Million in 1983. 
Statement of Material Facts 


Source 


Private Placements 


TOTAL 


1985 


$ 24.8M 


S$ 98.4M 


$198.5M 


$321.6M 


7Z.5M 
56 .2M 
46.0M 
12./7M 


TN A WD 1 WM 


$198.5M 
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11.3M 


(36.42) 
(28.32) 
(23077) 
( 6.42) 
(55 72) 


Western Canada 
Eastern Canada 
Europe 
Wie SiAZNe 
Others 


Project 
Mining 
Oil & Gas 


Others 


VANCOUVER 


SMe Pas 


STOCK EXCHANGE 
& PROSPECTUSES 


1985! 


Dietle ne 
718), 1% 
8.42% 


Ler. Dy. 


Note: Based on 189 S.M.F.'s and 203 prospectuses. 


Prospectus 
62.9 


ORS 


Mes 40) 


100% 


LOCATION OF MINING 


PROJECTS FINANCED 


Wo SB ictic 
Ontario 
Quebec 

Other Canada 


Other 


TOTAL 


1. Estimate by B.C. & Yukon Chamber of Mines. 
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Prospectus 
Silo, 


100% 


Toronto Stock Exchange 


A summary of new equity financing on The Exchange in the past four 


years is shown below: 


TYPE OF FINANCING 1985 1984 1983 1982 


$ $ $ $ 


(in thousands) 


Exchange Offering Prospectus 


(EOPs) 
Fixed Price Offerings oll TL i} 5 IL) I/ 22,406 5,064 
Open Market - - - - 
Sub-Total Va Ie 83 6 IS 7/ 22,406 5,064 
Public Offerings 
(other than EOPs) S008, O47 MOR ISS50 lO mnie 0 9200 oROIGG O41 
Private Placements S024723 £33 7/3).55)8)// 1,514,791 22 OD 
Sub-Total SOIT) 7 5SOUL se RAS S/S) Sa SMU SAC 
Rights L225 079 126,802 WAN 5 BEA 158,746 
Grand Total HOI 5A Hy WAS shel SOE) SSYO7/ Sh stfehS) 5 7/SK0) 


Of the total equity financings of $8.94 billion, only $9.8 million 
or 0.1% was raised by new companies using the exchange offering prospec- 
tus. Of these EOPs, only $4.4 million was raised by 6 mining companies 
($3.3 million) and two oil companies ($1.1 million). Three other indus- 


trial companies raised the remainder. 


Mining companies (mostly large companies) listed on the exchange 
raised $143.6 million in 1985 by selling flow-through shares. In addi- 
tion, non-producing mining companies raised $119.4 million in new equity 
of regular shares. Of this amount, $101.3 million (85%) was for 7 com- 


panies with major projects outside of Ontario. Many of the smaller 
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financings were also outside Ontario. We estimate that only about 5% or 


$6 million of this total was for Ontario projects. 


These statistics indicate that very few new mining projects in 
Ontario were being financed on The Exchange in 1985. The Committee then 
considered whether the proposed Ontario Share Ownership Plan would do 
anything to encourage companies to develop mining projects in Ontario 
(While the major projects being carried out by the larger companies could 
be helped, all the junior companies would be excluded). Therefore, the 
Committee believes that it is the junior companies that need the most 
help and that OSOP should be directed towards junior companies with 


projects in the province. 


If we assume that all of the junior mines E.0.P. financing of $3.3 
million was for Ontario projects plus $6 million for other junior mines 
financings and excluding flow-through shares as we are proposing, the 
total amount eligible for tax credits is only $9.3 million. The cost of 
the suggested 20% tax credit to the government would be only $1.86 


million. 


Ontario Over-The-Counter (0.T.C.) Companies 


The Commission statistics show that junior mining companies filed 
for $56,726,000, in 1985 (vs. S71.4 mi lijon) inel984)) andajunior. ol. and 
gas ‘companies filed sfor $3.8 million in (1985. Ws. 5160.6) miltion» in 
1984). However a number of these filing were for companies listed on the 
four exchanges. A review of the bi-weekly 0.S.C. reports for 1985 shows 
that 31 OTC resource companies raised for their treasuries the net sum of 
$12.6 to $14.4 million (minimum and maximum financings). Since the net 
to the treasury is about half the total paid by the public and a second- 
ary offering is usually sold, the treasury only nets about 30% of the 
total raised (estimated at between $42 - $48 million). About two-thirds 


of these funds raised were for projects in Ontario. 
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Using these statistics, the Committee again assessed the cost of 
the proposed Ontario Share Ownership Plan (OSOP). If the tax credit were 
limited to 20% of the funds to the treasury of companies with prospects 
in Ontario, the provincial help to the OTC junior mining companies would 
pnuayobevabout Sleemmillion (eve. 207 ‘of’ $12.6 - $14.4 million x 66 2/32 


Ontario projects = $1.7 to $1.9 million). 


Therefore if all the junior mining companies were included in OSOP 
under the suggested guidelines, the cost to the province would have been 


approximately $3.7 million in 1985. 


Junior Mine Financing in Ontario 


The sequence of regulatory steps that are responsible for the 
decline of Junior Mine Financing in Ontario is summarized in section 4. 
For a more complete description of this matter up to 1978 (little changed 
until recently), the reader should refer to the Report by Professor 
Kalymon et al., University of Toronto, entitled Financing of the Junior 


Mining Company in Ontario. 


The policies implemented in the late 1960's discouraged risk 
financing in Ontario and promoters left the province. As a result of 
public hearings in 1975, the Commission came forward with Policy 3.02 in 
October 1977 despite numerous objections from industry who warned that 
the Policy would constrict what was left of the junior mining industry. 
The Policy did not help junior companies for many reasons: it was orien- 
ted towards broker-dealer contracts, it had a rigid and unrewarding 
financing structure, it encouraged one shot deals, and it limited the 
number of prospector-vendor shares to a maximum of 100,000 free shares on 
an outright purchase. The broker-dealer had no incentive to screen deals 
and simply sold paper to the public at the maximum mark-up. Essentially 
all the better promoters and Junior Mining executives took their deals 


elsewhere, mainly Vancouver. 
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Any study of "broker-dealer" financings illustrates the high cost 
for market distribution and the limited amount of money that is spent on 
actual projects in the field. The result of two reviews by the Commis- 
sion are summarized below. The first study covered the 18 month period 
from June 1980 to December 1981 and included 43 financings for 40 com- 
panies. The second study covered 25 issues from January 1, 1984 to June 


30, 1984. 


Sioa wine Ope Financing and Allocation of Proceeds 


Typically, the price offered to the public was equal to 200% of the 
net amount to the corporate treasury. Bonus shares equal to 15 shares 
for every 100 shares underwritten are issued to the underwriter who 
generally includes them as part of a secondary offering at prices averag- 
ing in excess of 150% of the treasury offering price. Other shares 
acquired by the promoter-vendor as the result of selling a property 
interest or for providing a loan, are usually sold or optioned to’ the 
underwriter and included as part of the secondary offering. The proceeds 


of the distribution were as follows: 


1980-81 1984 
Issuer Silat SLA SO 2 B27, 
Underwriter 29.6 62% ites} 582 
Promoter/Vendor 3h fh Th 159 10% 
SWAT) oh) 1902 SHOR aGip) 100% 


(1) In millions of dollars 
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Geographical Targets of Exploration Funds 


According to prospectuses filed the total funds allocated to 


exploration were on the following basis: 


1980-81 1984 1984(1) 
$ (millions) & $ (millions) i $ (millions) 7, 


Ontario 6 Naa 25 Shel 48 4.6 64.0 

IS Ye As ie Pikats 250 bl SH eG 36.0 

Other Provinces dhe Pott (2)- - - - 
10.0 100.0 4.8 100.0 vee 100.0 


(1) Includes best efforts and exchange offerings. 


Cyeaneiudedi ini. StA.ecroupineg. 


In the 1980-81 period, most of the companies were involved in oil 
and gas exploration in the U.S. In the 1984 period, the emphasis had 
swung back to mineral exploration in Ontario due to the Hemlo discov- 
eries. A quick review of the 1985 financings indicated that the trend 
was continuing with about 2/3 of the funds allocated to projects in 


Ontario. 
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Success 


The Commission study tried to group the companies into three 


categories. 


(1) Unsuccessful: no drilling successes, property 


abandoned or drilling postponed. 


(2) Minor successes: any commercially successful drilling 
attempts. These might include only 
one or more successful well which 
generates cash flow for the company 
but which is insufficient to sustain 


the company for any long period. 


(3) Successful: company generating sufficient cash 
flow from production to finance its 
own exploration program or discovery 
of a possible mine financed to prepro- 


duction or production stage. 


Of the 40 new companies, 15 had minor success and two companies, 
Silver Century Explorations Ltd. and Gordex Minerals Limited have mineral 
production possibilities. Silver Century has a Cobalt area silver 


property and Gordex Minerals has a New Brunswick gold property. 
For the 1984 companies, the study rates 8 of the issues as achiev- 


ing minor success and a number of them are remaining active as the study 


included new listed companies as well as Securities Dealer issues. 
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Market Activity 


For the 1980-81 issues the Commission report states that with the 


exception of Silver Century and Gordex Minerals, both the volume and 


prices of the issues dropped off significantly immediately following the 


distribution. Several of the issues have been reorganized and the 


remainder have no market. 


For the 1984 companies, 8 of them are listed and have active 


markets but at generally lower prices. The other issues showed signifi- 


cant volume and price declines following distribution. 


Summary & Conclusions 


ly 


The percentage of the money raised that was spent in Ontario 
increased from 3.4% for the 1980-81 issues to 19% for the 1984 
companies. These numbers indicate two problems, (a) the high cost 
of selling broker-dealer deals and (b) that companies raising money 
in Ontario may spend it elsewhere unless there are good incentives 


and/or economic or promotional reasons to work in the province. 


The 3.02 Policy implemented in 1977 has encouraged one shot deals, 
no screening by underwriters, and a generally expensive and unsat- 
isfactory method for financing junior resources companies (as 


predicted by industry). 
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Raising money is only one part of the equation for junior mining. 


In order to establish an efficient and effective junior resource 


sector in Ontario a combination of many of the following factors 


are required: 


(a) 


(b) 


(c) 


(d) 


(e) 


(£) 


(g) 


realistic and workable securities policies with sufficient 


incentives for all sectors; 


a positive attitude by the regulators because they can negate 


any policy by bureaucracizing; 

participation by T.S.E. member brokers in financing; 

reasonable tax legislation on mining and capital (i.e. if the 
policy on flow-through shares is stopped, the exploration 
industry would die immediately) ; 

encouragement for promoters and others as the result of a 
reasonable tax environment (i.e. if Ontario brought in capital 
gains on shares, promoters would shun the province completely); 


a good data base and sound mining regulations; and 


competitive social, environmental and wage costs. 
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SECTION VI 
A RECOMMENDED NEW FINANCING POLICY FOR JUNIOR RESOURCE ISSUERS 


Historical Review 


Mandate of the Committee 


The Government of Ontario, in establishing the mandate for this 
Committee, has stated that it recognizes that the junior resource indus-— 
try has been a major factor in the development of Ontario's mineral 
wealth and that junior resource companies should play an even greater 
role in discovering new mineral deposits than in the past. In order to 
accomplish this, the Government recognizes that competition for mineral 
sector investors is intense and that junior resource companies require 
support and an appropriate institutional framework which is competitive 
with that of other jurisdictions. There is also a need to establish a 
balance between the objectives of providing easy access to capital on the 
part of industry and the need for a prudent degree of investor 


protection. 


In order to accomplish these objectives, the Committee has drawn 
upon the experience and knowledge of persons associated in all areas of 
junior resource financing including dealers, promoters, prospectors, 
lawyers, accountants and the management of junior issuers. The present 
and former policies of the Ontario Securities Commission, The Toronto 
Stock Exchange, the Vancouver Stock Exchange and the Superintendent of 
Brokers of British Columbia were all carefully reviewed as well as 
regulatory schemes elsewhere which were thought to have relevance. The 
ultimate conclusion reached by the Committee was that a policy tailored 
specifically for Ontario's needs and the closed system under the Ontario 
Securities Act and designed to be consistent with the concepts esta- 
blished in the Founders Stock Policy of The Toronto Stock Exchange should 


be the objective. 
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During the course of this review, it became apparent that there 
were many areas which were in need of policy guidelines where none had 
previously existed. In these cases, the Committee drew upon the experi- 
ence and the policy guidelines in force in the Province of British 
Columbia, as a basis for the new Ontario policies. In view of the 
differing regulatory frameworks and securities laws from province to 
province, complete consistency was unobtainable. Nevertheless’ the 
Committee drew upon the basic principles established in Ontario and other 
jurisdictions to formulate a policy which will deal with many areas not 
previously the subject of policy guidelines in Ontario and tailored to 


the closed system under the Securities Act of Ontario. 


A short summary of the policy guidelines in force in Ontario during 


recent years is informative. 


Policies Before April, 1976 


Prior to April 1), 1976,- the polteies, ine Ontarioy relatingatouthe 
financing of junior resource companies consisted of two short statements. 
The first dealt solely with dealer compensation and the terms under which 
underwriting and best efforts financing were to be structured. The 
second dealt with vendor consideration, retained interests, escrow 
agreements, and transfers and releases from escrow. Essentially, the 
policy allowed 750,000 vendor shares to be issued for a raw prospect and 
set out the tests and circumstances under which such shares could be 
released from escrow and the circumstances under which the overall 
allotment of 750,000 vendor shares would be reduced. Reductions occurred 
in cases where cash consideration or retained interests formed a part of 


the vendor agreements. 
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Former Policy 3-02 


In 1975, the Commission determined that the policies relating to 
junior resource financing should be completely replaced and in this 
regard, public meetings were held and advice was sought from members of 
the resource community. A policy, newly designated Policy 3-02, was put 
in place effective April 1, 1976. The most significant positive aspects 


of the policy were: 


an) its requirement that the underwriter/distributor may not be 
directly or indirectly the promoter/entrepreneur or a prospector/vendor. 
This provision significantly reduced conflicts of interest by requiring 


the dealers to be at arm's-length to the other parties; and 


ii) the requirement that any underwriter/distributor wishing to 
purchase vendor shares was required to pay to vendors not less than the 
minimum net proceeds to be received by the treasury ofthe issuer through 
public financing. This latter provision was essential to establish some 
degree of equity between the bargaining positions of the underwriters and 
vendors. Prior to the implementation of the new Policy 3-02, it was 
common for underwriters to also act both as vendor and promoter which 


placed prospectors in a very unfavourable bargaining position. 


To the extent that the new Policy 3-02 was a step forward in the 
matters mentioned above, it also included a significant backwards step. 
The original concept of 750,000 vendor shares developed in Ontario over 
many years was abolished and in its place a scheme involving promoter 
shares and warrants was put in place. The promoter shares were purchased 
by the promoter at a nominal consideration and were designed to give the 
promoter voting control for five years which was anticipated to be the 
length of time necessary for a junior resource company to establish 
itself. To reward the promoter for his efforts in obtaining financing 


for the company, the company would create warrants in favour of the 
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promoter to purchase additional shares of the company. While the war- 
rants were longlived (up to 10 years), the exercise price was inordin- 
ately high. In effect, the promoter was required to buy into his own 


deal. 


The result of Policy 3-02 was that, while both the vendor and the 
dealer were adequately compensated, the promoter/ entrepreneur, who is 
the essential ingredient to the success of any enterprise, was not. This 
resulted in a situation where almost invariably the promoter was forced 
to assume the dual role of a vendor. Once this non arm's-length associa- 
tion was in place, the interests of the issuer and its shareholders were 


prejudiced. 


Policy 3-02 also contained a provision which contemplated the 
establishment of an exploration advisory committee to consist of panels 
of at least three members chaired by a representative of the Prospectors 
and Developers Association of Canada. Unfortunately, during the several 
years that Policy 3-02 was in force, the exploration advisory committee 


was never established and no sittings ever took place. 


Suspension of 3-02 


At the convention of the Prospectors and Developers Association 
held in March, 1976, the Association published the proposed 3-02 policy 
statement and urged all of its members to join in a petition opposing the 
policy. The Association, for various reasons, believed that the policy 
was too restrictive and would not achieve its objectives. Unfortunately, 
the Association was correct in its assessments and in recognition of the 
policy's shortcomings, the Ontario Securities Commission, in its Bulletin 


of December, 1982, suspended the application of Policy 3-02. 


Since December, 1982 there has not been any published policy in 


Ontario and each filing has been dealt with on an ad hoc basis. The 
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result has been the creation of uncertainty in the structuring of junior 
resource companies, with issuers endeavouring to select those portions of 


former policies which were most suitable in each individual case. 


New Policy Proposals 


Rather than simply preparing a list of recommendations which has 
been done in the past, the Committee determined that it should assist by 


actually formulating the draft policy itself. 


The policy recommendations of the Committee are divided into 20 
parts. As indicated above, many of these parts delve into areas which 
had not previously been the subject of policy guidelines in Ontario. It 
is believed that if the climate for junior resource financing is to 
flourish in Ontario, that persons wishing to do business in Ontario must 
be able to know in advance to the greatest extent possible precisely the 
rules under which they are to be guided. With these thoughts in mind, 
the new draft policy contains detailed and lengthy provisions covering 
almost all matters in which junior resource issuers are likely to be 
concerned. All of the positive aspects and lessons learned as the result 


of former Policy 3-02 have been retained. 


There are provisions for applications to be made to the Director of 
the Commission for the exercise of his discretion where the affected 
party believes that the policy does not deal fairly with the situation at 
hand. Care has been taken to remove the element of doubt wherever 
possible and thereby avoid the imposition of any undue burden on the 
Director and his staff. It is believed that the great majority of junior 
resource issuers can be effectively organized and operate under the 
proposed policy guidelines with infrequent need to seek special applica- 


tions for the Director's discretion. 


If the mandate of the Committee, which is to encourage junior 
resource financing in Ontario, is to be achieved then many of the exist- 
ing dealers who are members of The Toronto Stock Exchange and who cur- 
rently do not participate in this market must find incentives to distri- 
bute junior resource issues. This will not happen simply by the intro- 
duction of new policy guidelines. As the policy becomes understood and 
its initial applications observed, it should become apparent to vendors 
and promoters that there are significant rewards available in the policy 
guidelines compared to those existing in Ontario in the past and in other 
jurisdictions. As more vendors and promoters begin to operate in 
Ontario, the number of dealers participating in such financings will 


increase, 


The mandate of the Committee was not to disrupt the existing 
mechanisms for financing junior resource issuers in Ontario but rather to 
encourage new and more efficient methods of raising capital to occur. 
With this in mind, those few security dealers who currently underwrite 
junior resource issues in Ontario will continue to operate although under 


more stringent guidelines. 


Fundamental to reactivating junior resource issuers in Ontario, is 
participation by prospectors and other vendors. Under existing rules, 
prospectors and vendors who receive shares of Ontario issuers are pre- 
vented from reselling their securities without a prospectus for 18 months 
from the later of the dates that they receive their shares or the date 
that the issuer becomes a reporting issuer. Practically speaking, this 
means that prospectors and vendors cannot sell shares during that period 
of time when market interest is greatest. By being unable to profit 
through the sale of shares, they are unable to finance their ongoing 
activities. By comparison, the situation in other jurisdictions is much 
more liberal and prospectors and vendors have been forced through econo- 
mic necessity, to deal only with non-Ontario issuers. Unless prospectors 


and vendors are dealt with fairly, the system cannot work. 
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The new policy deals with these matters. It provides adequate 
compensation to dealers, promoters, founders and vendors and renders non 
arm's-length property agreements un-profitable. By encouraging arms- 
length transactions, conflicts of interest are removed and the protection 


of the public and the issuer is furthered. 


Two important recommendations of the Committee are: 


is To re-establish a Technical Review Committee with a view to its 
passing judgement on the suitability of properties for public financing 


where differences of opinion exist with the Commission staff; and 


hae To establish a Standing Liaison Committee of individuals drawn from 
industry and the Director's office to monitor and review the application 
of the policy on an ongoing basis and to effect, wherever necessary, 
appropriate changes. Unfortunately, during the several years that Policy 
3-02 was in force, only one amendment was ever made and the policy 


gradually became much too rigid because it was not regularly reviewed. 


The new Securities Policy for Resource Issuers proposed by the 


Committee is hereinafter set out. 
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SECURITIES POLICY FOR RESOURCE ISSUERS 
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PART I 


SECURITIES POLICY FOR RESOURCE ISSUERS 


PART I 
STATEMENT OF PRINCIPLE 


fend The junior resource industry has been a major factor in the 
development of Ontario's mineral wealth. The Government of Ontario 
believes that junior resource companies should play an even greater role 
in discovering new mineral deposits than in the past and that they can do 
so if provided with the necessary support and appropriate institutional 
framework. It is recognized that competition for mineral sector invest- 
ment is intense. Accordingly, the environment in Ontario for junior 
resource companies involved in exploration and development should be 
competitive with other jurisdictions. There is also a need to establish 
a balance between the objectives of providing easy access to capital on 
the part of industry and the need for a prudent degree of investor 


protection. 


12 The Toronto Stock Exchange (the "Exchange") has published policy 
statements in order to foster the capital formation process for junior 
resource and industrial enterprises listed or seeking listing on the 
Exchange. There is a need to facilitate the raising of capital in 
Ontario for companies whose securities are not listed on the Exchange and 
to provide and encourage a system of efficient over-the-counter trading 
in Ontario. In response to these latter concerns, the Ontario Securities 
Commission (the "Commission") has introduced a regulatory system known as 


the "Canadian Over-the-Counter Automated Trading System" or "COATS". 


L3 In the past, the regulatory framework intended to foster and 
support junior resource companies throughout Canada has not been consist- 
ent or uniform. In adopting the policies which are hereinafter set out, 


consideration was given to establishing some consistency with the Founder 
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Stock Policy Statement of the Exchange as well as with similar policies 


of other jurisdictions. 


Application of the Policy 


Zeal This Policy Statement applies to all resource issuers which are 
reporting issuers in Ontario unless any of the securities of an issuer 
are listed and posted for trading on the Exchange. Non-reporting resou- 
rece issuers should by guided by this Policy Statement if status as a 


reporting issuer is expected to be sought at a future time. 


oa This Policy Statement is designed to ensure an equitable partici- 


pation and relationship between the four main interest groups: 


a) the public; 
b) founders; 
c) registered dealers; and 


d) prospectors and other property vendors. 


Zo The Commission must ensure that the public is adequately informed 
as to the true nature and the essential risks of any venture in which it 
is asked to participate and receives an equitable share in the venture 
for the risk undertaken. It must also develop policies that encourage 
the venture to be responsibly managed and adequately financed for the 


benefit of all those involved. 


2.4 Recognizing the diverse nature of the relationships that arise 
in the financing of junior resource companies and that flexibility is 
required in structuring transactions, this Policy Statement is intended 
to be subject to the overriding principle that the Commission and its 
Director when exercising their discretion in applying this Policy State- 
ment, will do so in such a manner as to be consistent with the objectives 


statedein@sections= ll". 52.2 and 2.3 above. 
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PART IL 
THE FOUNDER STOCK MODEL 


Hol Members of the public who invest in junior resource issuers should 
receive opportunities for reward commensurate with the risks assumed. In 
addition, persons assisting in the formation and initial financing of 
these issuers (the "founders'") must be appropriately compensated for 
their contributions. This Founder Stock Model presents a system of 
reward that is intended to ensure fair treatment to founders, prospec- 
tors, vendors, registered dealers and public subscribers. The Model will 
not apply to an issuer subject to the Founder Stock Policy Statement of 


the Exchange. 


WS2 The term "founders" collectively refers to the group consisting 


OL: 


i) the promoters who are responsible for organizing or reorganizing 


an issuer; 


ii) those who contribute money; and 


iii) prospectors and other vendors who contribute property to an issuer 
during its formative period prior to the initial prospectus 


dasitrabutatonmeineOnitaiadlor 


The founders usually obtain equity positions during this early stage in 
consideration of the entrepreneurial skills, know-how, expertise, effo- 
rts, ideas, monies and properties that they contribute. The need to 
regulate the size and nature of the founders’ equity positions arises 
because the founders' shares are obtained at prices lower than the price 
the public is subsequently asked to pay when first invited to purchase 
equities of an issuer. The fundamental question is the proper relation- 


ship between the equity contribution of the founders and the risk taken 
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PART II 
by them and the risk that the public is asked to take. 
A. Definitions 
oak In this Policy Statement: 


a) "acceptance date" means the date of issuance by the Commission 


of the final receipt for a prospectus of an issuer; 


Bb)  “Act"\e means ~the- Securities! Act, R.S.0. 2980, c.466 and the 
regulation thereto as amended from time to time and any successors 


thereto; 
c) "base shares" means shares of an issuer: 


i) issued prior to the initial prospectus distribution by an issuer 


but excluding value shares; and 


ii) issuable upon the exercise of a right to purchase, convert or 
exchange granted prior to the initial prospectus distribution 
which is exercisable at a price below the offering price per 


share, net to the issuer, of the initial prospectus distribution; 
d) “cash flow'' means "cash from operations" as disclosed in the 
statement of changes in financial position pursuant to present Section 
1540 of the Handbook of the Canadian Institute of Chartered Accountants; 


e) "Commission" means the Ontario Securities Commission; 


f) "Director" means the Director or any Deputy Director of the 


Commission; 
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g) “founder contribution level" means the equity contribution of 
the founders based on net tangible book value prior to the initial 
prospectus distribution expressed as a percentage of the net proceeds to 


the issuer from the initial prospectus distribution; 


h) "founder shares" or "founder stock" means base shares + value 
shares; 
i) "founders" means persons or companies beneficially owning 


founder shares, directly or indirectly; 


j) “initial prospectus distribution" means the first distribution 
of securities of an issuer which is made pursuant to a prospectus filed 
with a regulatory authority within or outside of Ontario. Initial 
prospectus distribution does not include a distribution made by an 


amendment to a prospectus filed pursuant to Section 56(2) of the Act; 


k) "issuer" includes, but is not limited to, companies, limited 


partnerships and investment trusts; 


1) "net tangible book value" means the total tangible assets of an 
issuer less the total liabilities, based on balance sheet values. 
Deferred exploration expenditures will be included in the net tangible 
book value of a resource issuer for the purpose of calculating the 
founders’ equity contribution for value shares. In view of the diversity 
of accounting treatments available to derive balance sheet values for 
assets vended to issuers, the Director will review the particular 
accounting practices adopted forssesuch derivations, inv particular 
instances. In particular, where an interest in a resource property has 
been acquired from a vendor not at arm's-length with the issuer, the 
Director may require evidence of value if the balance sheet value on 
acquisition exceeds the out-of-pocket costs to the vendor, including 


exploration and development expenses incurred by the vendor prior to the 
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acquisition of such interest by the issuer. Such evidence of value 
should follow the guidelines set out in Part VI for a resource property 


of determinate value. 


m) "shares" also includes: 


i) in the case of limited partnerships, a limited partnership unit; 


and 


ii) in the case of investment trusts, a trust unit; 


n) "value shares" means that number of shares of an issuer obtained 
by dividing the net tangible book value of the issuer prior to its 
initial prospectus distribution by the offering price per share net to 


the issuer from the initial prospectus distribution. 


2e2 Unless it is otherwise defined in this Policy Statement, every 
term used herein which is defined in section 1 of the Act is used in this 


Policy Statement as so defined. 


B. Issuers Exempt From the Founder Stock Requirements of 
Partserl rand Lit 


Sal There must be compliance with the founder stock requirements of 
Parts II and III of this Policy Statement unless an issuer is within one 
of the five exemptions set out in sections 3.2(a), (b), (c), (d) or (e) 
below. Issuers not subject to Parts II and III of this Policy Statement 


are considered separately in Part IV. 


S22 An issuer shall be exempt from the founder stock requirements of 


Parts II and III of this Policy Statement if: 
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a) the prospectus for the initial prospectus distribution by the 
issuer was accepted or is to be accepted by the securities regulatory 
authorities of a jurisdiction recognized by the Commission as having a 


founder stock policy equivalent to this Policy Statement; 


b) a prospectus of the issuer, other than a "shelf" prospectus 
filed pursuant to Section 52(2) of the Act, has been previously filed 


with the Commission and a receipt issued therefor; 


c) a distribution by prospectus has been made in a jurisdiction 
other than Ontario at least 18 months prior to the initial prospectus 
distribution in Ontario and financial statements for such period have 
been prepared and distributed in such other jurisdiction prior to the 


acceptance date; 


d) the issuer had a 2% pre-tax return on shareholders’ equity in 
the full fiscal year preceding the initial prospectus distribution and 
current profitability at the time of the initial prospectus distribution, 
where the return on equity is from the same type of operation as that for 


which public funds are raised; or 


e) the issuer's cumulative cash flow from operations for the 5 
years preceding the initial prospectus distribution, divided by the 
number of shares outstanding after the initial prospectus distribution, 
on a non-diluted basis, equals at least 50% of the offering price per 


share of the prospectus distribution. 
325 In calculating the return on shareholders' equity required by 
section 3.1 (d), the Director may require the adjustment of such capita- 


lized charges as considered necessary. 


3.4 Dormant issuers are considered separately in Part VII below. 
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C. Founder Contributions and Base Stock 


OnE This Policy Statement is designed to properly reward founders for 
their efforts in organizing an issuer and for the risks incurred by them 
while at the same time ensuring that the public is not asked to assume an 
unconscionable portion of the risk. This Policy Statement does this 


through two mechanisms: 


i) limiting the amount of base shares; and 


ii) providing for the escrowing of base shares owned by founders and 


a reasonable release mechanism. 


4.2 All issuers, other than those exempted by section 3.2 above, will 
be subject to the base share requirements set out in this section C and 
the escrow requirements set out in Part III. The escrow release mecha- 
nism becomes less severe with increased founder equity contribution and 


with reduced founder base share positions. 


Founder Contribution 


5 #1 This Policy Statement does not require that founders contribute 
any minimum amount of equity to the issuer. However, the issuance of 
value shares is dependent upon such a contribution. In addition, the 
release of base shares from escrow varies directly with the founder 


contribution level. 


sy 4 The founders shall provide the initial funds required for 
incorporation, legal, accounting and engineering/geological fees, the 
filing of the initial prospectus, the funds required by the issuer to 
acquire resource properties, funds to carry out (if necessary) 


preliminary exploration and/or development work, funds for other 
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immediate needs of the issuer and funds to provide some initial working 


capital. 


hry) Funds provided by the founders may be made through the purchase of 
equity shares or through loans to the issuer. Where a founder agrees to 
receive repayment of any loans to the issuer in consideration of the 
issuance of equity shares, the calculation of value shares and the 
founders contribution level shall be computed after giving effect to such 
issuances. Reference is also made to section, 2.5) ofsPart.1lG of this 
Policy Statement in computing the founder contribution level for the 
purposes of the Escrow Release Table when value shares are sold by 


founders on a secondary basis. 


DEG Table A sets out a sample calculation of the founder equity 
contribution level for an issuer with $100,000 in net tangible book value 
prior to its initial prospectus distribution which raises $500,000 net of 


underwriting fees, pursuant to the initial prospectus distribution. 


Base Shares 


Dell Base shares shall not exceed 50% of the shares of the issuer 
outstanding, on a non-diluted basis, after completion of the initial 
prospectus distribution unless the number of base shares does not exceed 


750,000, in which case up to 60% base shares is permitted. 


Giz Value shares are distinguished from base shares within the total- 
ity of founder shares because the former do not dilute the public's 
interest, having been issued for value at the offering price, net to the 
issuer, of the initial prospectus distribution. The value shares con- 
cept, based upon net tangible book value before the prospectus distribu- 
tion, recognizes the contribution to shareholders’ equity by the found- 
ers. The base shares reward the founders for their founding efforts. 


Base shares which are exempted from the escrow requirements or which have 
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been released from escrow pursuant to the provisions of Part III of this 


Policy Statement are not to be deemed to be value shares. 


653 Value shares will not normally be escrowed. It is important to 
note, however, that the trading of value shares in Ontario is subject to 
the "closed system" of the Act and the restrictions on resale therein 


prescribed. 


6.4 Appendix A hereto contains a blank form for the founder share 


calculation. 


= So 


Ls 


Calculation of Founder Contribution Level 


TABLE A 


SAMPLE FOUNDER STOCK CALCULATION 


Net tangible book value prior to the 
initial prospectus distribution $ 100,000 


minus 


50% of equity contribution represented by 
value shares to be sold by founders in the 
initial prospectus distribution NIL 


divided by . 


Net proceeds to the issuer from the 
initial prospectus distribution $ 500,000 


multiplied by 100 


equals 


FOUNDER CONTRIBUTION 202 


II. Calculation of Dilutive Founder Stock (Base Shares) 


# Shares a 

Net tangible book value prior to 
the initial prospectus distribution $ 100,000 

divided by 
Net offering price per share of 
the initial prospectus distribution $ 50¢ 

equals 
VALUE SHARES 200 ,000 200 ,000 U3kSS 


Shares issued prior to the 


initial prospectus distribution 500 ,000 
less 
value shares 200 ,000 
plus DILUTIVE 


shares issuable under a right to purchase 
granted prior to the initial prospectus 
distribution at a price which is less 


than the net offering price * nil 
equals 
BASE SHARES 300,000 (A) 300 , 000 


Shares issued prior to the 


initial prospectus distribution 500,000 
plus 

Shares issued under the initial 

prospectus distribution 1,000,000 1,000,000 66.67 
equals 

ISSUED SHARES 1,500,000 (B) 1,500,000 100.0 * 
* If there are shares issuable upon exercise of a right to 


FOUNDER 
STOCK 
LEVEL 


purchase, convert or exchange granted prior to the initial 
prospectus distribution which is exercisable at a price 
below the net offering price of the shares offered under 
the initial prospectus distribution, the sum of the value 
shares, base shares and shares issued under the initial 
prospectus distribution will exceed the total issued 
shares. 
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4 x 100 
equals 202% 
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PAR aL 
ESCROW REQUIREMENTS 


A. Shares Subject to Escrow 


ES Subject. to» sections {1.2,and 1.3*below,- it’ is required’ that all 
base shares beneficially owned directly or indirectly by founders who 


ane. 


a) promoters of the issuer; 


b) officers and directors of the issuer beneficially owning, dir- 
ectly or indirectly, prior to the initial prospectus distribution, shares 
of the issuer exceeding 5% of the shares of any class of share of the 
issuer outstanding, on a non-diluted basis, prior to the initial prospec- 


tus distribution; 


c) other persons or companies beneficially owning, directly or 
indirectly, prior to the initial prospectus distribution, shares of the 
issuer exceeding 10% of the shares of any class of shares of the issuer 
outstanding, on a non-diluted basis, prior to the initial prospectus 


distribution; or 


d) associates or affiliates of any of the above; 


be escrowed at the time of the acceptance date. The Director may, in 
addition, require the escrowing of base shares owned by other persons or 


companies. 


LZ The Director will generally not require the escrowing of that 
number of base shares which would otherwise be releasable, according to 
the terms of section B below, on the basis of cumulative cash flow from 


operations as at the acceptance date. 
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es) Where the founders have made equity contributions more than two 
years prior to the initial prospectus distribution, reflected in a 
balance sheet (audited if available) dated between 2 and 3 calendar years 
prior to the initial prospectus distribution, the Director will generally 
not require the escrowing of that number of base shares obtained by 
dividing the net tangible book value of the issuer on the aforesaid 
audited balance sheet by the offering price per share net to the issuer 
of the initial prospectus’ distribution toa clim@t or 254) of (the base 


shares. 


La4 Although the Director will generally not require the escrowing of 
that amount of base shares referred to in sections 1.2 and 1.3 above, the 
escrowing of all or a portion of such base shares beneficially owned 
directly or indirectly by founders holding sufficient shares to affect 
materially the control of an issuer or who are involved in management of 
an issuer may, however, be required. Any such escrowing is intended by 
the Director to tie the founders to an issuer for a certain period of 
time after the acceptance date for the initial prospectus distribution. 
Release of these specific shares from escrow will usually be on an 
automatic basis with one-third being released annually, commencing 12 
months after the acceptance date for the initial prospectus distribution, 
subject to the Director determining, in any particular case, that a 


particular release be delayed or refused. 


B. Release from Escrow 


vee The escrow release mechanism of this Policy Statement operates in 


3 ways: 


a) It provides for automatic releases on the basis of the Escrow 
Release Table as set out in Table B. For the purposes of Table B, 
automatic releases given in year OQ means on the acceptance date and in 


years 1, 2, 3, 4 and 5 means on the respective anniversary date of the 
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acceptance date. Automatic releases are expressed as a percentage of the 
number of base shares originally deposited in escrow including any 


released on the acceptance date. 


b) It recognizes the historic issuance of 750,000 shares as vendor 
consideration and establishes a liberal release mechanism for the first 


750,000 base shares using an expenditure test. See footnote (1) Table B. 


c) It establishes a more stringent test for base shares in excess 
of 750,000 based upon cumulative cash flow per share and for mining 
companies by a further production decision test. See footnotes (2) and 


(3) weineelablemBrs 


Die The rate at which base shares are released under the expenditure 
test is designed to ensure that virtually all of the proceeds to the 
issuer on the initial prospectus distribution will be expended on explor- 
ation and/or development. These expenditures, together with automatic 
releases during the first 3 years, will result in the full release of 
750,000 base shares in most cases. To determine the amount required to 
earn the release of 1 base share, (the "expenditure release rate'') the 
net proceeds to the issuer from the initial prospectus distribution is 
multiplied by 3 and divided by 750,000. If the resultant amount is less 
than $1.00 or greater than $4.00, then the. figure -of 651.00 ~0r-$4.00; 
respectively, is used. Expenditures may be incurred on any properties in 
which the issuer has an interest, whenever acquired. No criteria other 
than the filing of audited financial statements or an auditor's comfort 
letter to establish such exploration and/or development expenditures need 
be met to entitle the founders to a release of escrowed shares under the 
expenditure test. Subject to the limits prescribed in section 2.3 below, 
earned releases may be applied for as exploration and development expend- 


itures are incurred. 
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23 Unless Table B otherwise provides for greater automatic releases, 


the total of earned releases and automatic releases must not exceed: 


- 1/3 of the original escrow before 1 year; 
- 2/3 of the original escrow before 2 years; 


- the balance of the original escrow before 3 years. 


2.4 The Escrow Release Table makes the conditions for release from 
escrow a function of the level of the founders' equity contribution and 
the size of the founders' base share position. Where a base share 
position of less than 40% of the shares of the issuer outstanding on a 
non-diluted basis after the initial prospectus distribution is taken, 
complete escrow release is allowed on an automatic time basis. Where a 
base share position of 40% or more is taken, release is partially auto- 
matic with time and partially dependent upon the issuer's performance, as 
measured by the amount of exploration and development expenditures and 
the cumulative cash flow. The cash flow test is also supplemented by a 


property development test for mining issuers. 


295 Where value shares are to be sold by founders on a secondary basis 
as part of the initial prospectus distribution of an issuer, in calculat- 
ing the Founder Contribution Level for the purposes of the Escrow Release 
Table, the founders will be credited with one-half of the equity contri- 
bution represented by the value shares sold. The intent of this section 
is to increase the severity of the escrow release mechanism when value 


shares are sold by founders as part of the initial distribution. 


26 The Escrow Release Table allows founders an election by requiring 
earned releases (based on performance) only where a base share position 
of 40% or more is taken, in the hope of greater eventual reward. The 
more stringent escrow provisions in that circumstance protect the public 


interest; there is substantial initial dilution of the public because of 
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the base shares held by the founders, but the majority of the base shares 


are escrowed until an issuer becomes successful. 


Di In certain cases, the original equity contribution of the founders 
of an issuer with some history prior to the initial prospectus distribu- 
tion may have been reduced by accumulated losses prior to such distribu- 
tion. The portion of base shares which reflects accumulated losses will 
be releasable from escrow once the issuer is profitable for a full fiscal 
year. The Director must be satisfied that the expenses which resulted in 
the accumulated losses were necessary to develop or maintain the business 
of the issuer. Where relief from escrow has been obtained under the 
“cime value") provistion).of wectioncA (Is fof this fare Wiethe? Maccanu— 
lated losses" provision will be limited to losses as at the date of the 


balance sheet for the "time value™ calculation. 


208 The escrow agreement shall be in the form attached hereto as 
Appendix B or as is otherwise acceptable to the Director. All escrowed 
securities must be held by an escrow agent acceptable to the Director. 
Any release, transfer, sale, assignment or hypothecation of escrowed 
shares will be subject to the consent of the Commission. The consent of 
the issuer shall not be a precondition to the release of shares from 
escrow. Each transferee of securities that are subject to an escrow 
agreement must agree in writing to be bound by the terms and conditions 
of such escrow agreement and must file such agreement with the Commission 


within ten days of the Commission's consent to a transfer. 


oe, If an issuer declares a stock dividend on its common shares then 
any share dividend received by a founder on account of his ownership of 
base shares then in escrow must be deposited in escrow and become subject 


to the terms of the escrow agreement. 


AN Guidelines relating to transfers within escrow are considered 


separately in Part V _ below. The prospectus used for the initial 
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prospectus distribution shall fully disclose the circumstances under 
which escrow shares are to be released in respect of both automatic and 


earned releases. 


pags Notwithstanding the foregoing, the Commission may determine, in 
any particular case, that a particular release be accelerated, delayed or 


refused. 


C. Cancellation of Escrowed Shares 


ois k Subject to section 3.2 below, any base shares not released from 
escrow within 10 years following the acceptance date of the initial 
prospectus distribution shall be donated to and cancelled by the issuer 


without payment by the issuer of any consideration therefor. 


oe The issuer or any holder of base shares may apply to the Director 
for an extension of up to 5 years beyond the 10 year period specified in 
section 3.1 by which the base shares are subject to cancellation in the 


following circumstances: 


i) if, in the case of a mineral property, the issuer has found 
itself unable to complete the exploration and development program to the 
point that its feasibility has been proven or disproven so far as can be 
done through surface or underground exploration and the issuer wishes to 
complete the program, or the exploration of the property has established 
the existence of a potentially economic mineral deposit which the issuer 
wishes to retain even though its immediate further development is not 
feasible because of then current conditions such as the price of metals, 


the cost of transportation or other economic factors; and 
ii) if, in the case of oil and gas property, the issuer has found 


itself unable to complete the exploration and development program or the 


exploration of the property has established the existence of potentially 
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economic reserves of oil and gas, but its immediate further development 
and exploration is not feasible because of conditions such as the avail- 


ability of pipelines or other economic factors. 


35 Except as otherwise provided in this Policy Statement in relation 
to a reorganization under Part IV, base shares issued prior to an initial 
prospectus distribution may not be donated after the acceptance date to 
an issuer for cancellation so as _ to obtain a more favourable release 
schedule for any base escrowed shares that would remain outstanding after 


such donation. 
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PART IV 
FURTHER CONDITIONS ON BASE SHARES OF EXEMPT ISSUERS 


A. Issuers Exempted by PananctaleCcrilteria 


| ae Notwithstanding that an issuer is exempted from the base share 
requirements of Part II of this Policy Statement by section B 3.2 (d) or 
(e) of Part II, where it appears to the Director that the conditions of 
the initial prospectus distribution by the issuer were or are not in the 
public interest, the Director may require of the issuer, as a condition 
of the acceptance of a prospectus, that some part of the base shares of 
the issuer beneficially owned by founders, directly or indirectly, be 


tendered to the issuer by way of gift or for cancellation. 


SPs Notwithstanding that an issuer is exempted from the escrow requi- 
rements of Part III of this Policy Statement by section B 3.2 (d) or (e) 
of Part II, the Commission may require the escrowing of base shares of an 


issuer beneficially owned, directly or indirectly, by founders who: 


a) hold sufficient shares to affect materially the control of the 


issuer; or 


b) are involved in management of the issuer. 


i3 The Director may, in addition, require the escrowing of base 


shares held by other persons or companies. 


1.4 Commencing 12 months after the acceptance date of the initial 
prospectus distribution, there shall be automatically released from 
escrow annually one-third of the shares originally escrowed pursuant to 
this Part IV, subject to the Director determining at the time such shares 
are deposited in escrow, that a particular release be accelerated, 


delayed or refused. 
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15 The escrowing of base shares in the case of more advanced issuers, 
otherwise exempt from the Policy Statement because of their financial 
record, is intended by the Commission to tie the founders to the issuers 


for a certain period of time after the initial prospectus distribution. 


B. Issuers Exempted by Non-Financial Criteria 


Dall Notwithstanding that an issuer is exempted from the base share 
requirements of Part II and the escrow requirements of Part III of this 
Policy,,Statement...by iesectionw Be 321) (aye sthpreor Mey? ofierart e115 the 


Commission: 
a) will review any escrow or pooling agreement then in effect; and 
b) may require as a condition of the acceptance of a prospectus of 
the issuer that any release, transfer, sale, assignment or hypothecation 


of the escrowed or pooled shares be subject to the consent of the Direc-— 


tor on terms to be determined by the Director. 
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PART V 
TRANSFERS WITHIN ESCROW 


ull Consents to the transfer of base shares within escrow will be 


granted where: 


a) the transfer will be of benefit to the security holders of the 


issuer generally; 


b) each of the transferor and transferee is part of a control 
group. The term "control group" shall have the meaning ascribed thereto 


imecectionid (491 bG.1i)8 of+ theActs 
c) the transfer is in relation to the settlement of an estate; 


d) the transfer will not result in a change of beneficial owner- 


ship; or 


e) where the proposed transfer represents a number of shares which 
when aggregated with all transfers of escrowed shares made by the trans- 
feror in the preceding 12 months, is less than one per cent of the issued 
and outstanding shares of the issuer at the time of the proposed 


transfer. 


Leg As a guideline in determining whether the transfer will be of 
benefit to the shareholders generally, the Director will consider matters 
such as whether a new board of directors will be elected, whether new 
financing is to be arranged, or whether the circumstances of the issuer 


can be expected to be reactivated or improved. 


BSS When a transfer of escrowed shares will result in a change in 


control of the issuer, then the Director shall consider whether the 


- 103 - 


PART V 


financial condition of the issuer and the quality of the issuer's ongoing 


management will be improved by such a change. 


ae Tien DisrecronuachallanoOemConsentmtOndmmtans meisms te 


a) having regard to the financial condition of the issuer or any 
officer, darector, promoter, or) ai person. on company or .combination of 
persons or companies holding sufficient of the securities of the issuer 
to affect materially the control of the issuer, the issuer cannot reason- 
ably be expected to be financially responsible in the conduct of its 


business; or 


b) the past conduct of the issuer or any officer, director, promo- 
ter, or a person or company or combination of persons or companies 
holding sufficient of the securities of the issuer to affect materially 
the control of the issuer, affords reasonable grounds for belief that the 
business of the issuer will not be conducted with integrity and in the 


best interests of its security holders. 
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PART VI 
VENDOR CONSIDERATION FOR RESOURCE PROPERTIES 


This Part of the Policy Statement only applies to the acquisition 
by an issuer of a resource property or an interest therein after the 
issuer has filed a prospectus with the Commission and obtained a final 
receipt therefor. Prior to the initial prospectus filed with the Commis- 
sion, any share consideration issued by an issuer will be governed by 


Parts#l; abl, LidpandelVof.this ‘PolicyStatement. 


In this Part a distinction is made between an acquisition which is 
carried out on an arm's-length basis and an acquisition made on a non 
arm's-length basis. As well, a distinction is made between resource 


properties of determinate value and of indeterminate value. 


Escrow Provisions and Resale Restrictions 


lea Section 71(1)(m) of the Act provides that a prospectus for a 
distribution of shares of an issuer is not required where the trade is 
made by an issuer in a security of its own issue in consideration of 
mining claims where the vendor enters into such escrow or pooling agree- 
ment as the Director considers necessary. Where the provisions of this 
Policy Statement relating to allowable vendor consideration in respect of 
properties of indeterminate value is complied with, and if reliance is 
made upon the exemption contained in Section 71(1)(m), a specific appli- 
cation to the Director for a determination under Section 71(1)(m) shall 
not be necessary. For the purpose of Section 71(1)(m) and having regard 
to the fact that no specific exemption relating to oil and gas properties 
exists, the Commission considers it appropriate for the purpose of 
Section 71(1)(m) that the term "mining claims" be deemed to include oil 


and gas properties or interests therein. 
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Ih Where securities of an issuer are issued in accordance with this 
Part VI and, Section 71(4) would be the applicable section of the Act 
respecting restrictions on the resale of such securities, then notwith- 
standing Section 71(4) of the Act, the Commission shall permit the resale 


of such securities to occur on the following basis: 


a) on the date the vendor is first entitled under the vendor 
agreement to receive any shares (which may not precede the date the 
agreement is made), 25% of the aggregate number of shares which the 
vendor may receive for the property, including shares representing option 
payments which may or may not be paid to the vendor dependent upon the 


fulfilment of conditions contained in the vendor agreement; and 


D254 Oonmecachs of sthemdatesmthatualels on monthseueloemonthsmandmsls 


months after the operative date referred to in section 1.2 (a) above. 


The trade resulting from any such resale shall be subject to the provi- 
sions of Section 71(5) of the Act, except the requirement contained in 


subsection 71(5)(a), as if Section 71(5) were applicable thereto. 


Non Arm's-Length Parties - Definition 


133 Where any insider or promoter of the issuer or an associate or 
affiliate of either is also the vendor or an insider or promoter of the 
vendor or an associate or affiliate of either, the transaction will be 
considered to be non arm's-length. For the purpose of this definition, 
the term "vendor" shall include any person or company who receives or is 
entitled to receive from the vendor any part of the consideration paid by 
the issuer to the vendor. The Director shall also have the discretion to 
decide whether parties to a particular transaction are dealing with each 


other on an arm's-length or non arm's-length basis. 
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Determinate and Indeterminate Value Properties - Definition 


1.4 The Commission recognizes that the valuation of mineral properties 
is difficult, particularly when the development thereof has not establ- 
ished the existence of proven or probable ore. Nevertheless, properties 
in respect of which ore calculations are not appropriate can have a 
determinate value. For the purposes of this Part VI, all properties 
shall be deemed to be of indeterminate value unless application has been 
made to the Director and a determination of the value has been agreed 


upon. 


iS Where the value of a property has been determined either through a 
computation of present value in a technical report deemed satisfactory to 
the Director or by some other recognized method of valuation and such 
value is considered reasonable by the Director, the property shall be 
considered to have determinate value. If ore reserves are not establ- 
ished, then significant exploration expenditures with favourable results 


may establish value. 


126 The fair market value of a property may be determined objectively 
by comparison with prices for similar acquisitions carried out between 
willing buyers and willing sellers acting on an arm's-length basis. If 
the valuation involves an assessment or estimate of earnings performance 
of a property derived from projections rather than from an earnings 
history, such projections must be based on clearly stated assumptions 
supported by sufficient direct and specific evidence applicable to the 
property as to appear plausible and reasonable in the circumstances. The 
Director recognizes that it may be imprudent to set a precise valuation; 
however, the Director must be satisfied that the property is clearly not 


one of indeterminate value. 


1 Where a property has been insufficiently developed to determine 


any meaningful analysis of market value or where it is otherwise inappro- 
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priate to predict earnings performance and no other generally recognized 
valuation techniques can reasonably be employed, the property will be 


considered to be one of indeterminate value. 


Nrite: In exercising his discretion in respect of the issue of shares for 
an interest in a resource property of determinate value, the Director 
shall determine that the number of shares issued for such property 


interest is not unconscionable. 


Indeterminate Value - Non Arm's-Length Agreements 


oo Where a resource property of indeterminate value is to be acquired 
in a non arm's-length transaction, the consideration therefor shall be 
restricted to the vendor's actual out of pocket costs of acquisition and 
maintenance, including exploration and development expenses incurred by 
the vendor on the property, plus any permitted royalty or net profit 
interest as provided in section 5.1 of this Part VI. Such consideration 
may be paid in cash or in shares. Such shares shall be valued at the 
issuer's net price to the treasury where the property acquisition is made 
in conjunction with a further financing or, in the absence of a further 
financing, valued at the then current market price less the following 


allowable discounts: 


Market Price Maximum Discounts Therefrom 
50¢ or less VAS Wf 
51 Ga 952/00 20% 
above $2.00 15% 


save that for these purposes the value to the issuer must not be less 


than 20¢ per share net to the treasury. 


Bnd The market price shall be determined in accordance with the 


provisions of section 1.10 of Part XIX hereof and the relevant date for 
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determining the market price shall be the date that the agreement spec- 


ifies, which shall not be earlier than the agreement date. 


Indeterminate Value - Arm's-Length Agreements 


i ath Subject to section 3.4 of this Part VI, where a resource property 
of indeterminate value is to be acquired through an arm's-length transac- 


tion, the following provisions shall apply: 


a) the maximum number of shares which is permitted is 200,000 


shares; 


b) if 100,000 shares or less are provided for in the agreement, 
then such shares shall be issued to the extent of 1/4 thereof on the date 
that the agreement first provides for the issuance of shares (which shall 
not be earlier than the agreement date) and 1/3 of the balance shall be 
issued not earlier than each of the days that falls 6 months, 12 months 
and 18 months after the first issue date. The issuance of shares purs- 
uant to this section 3.1 (b) may not be accelerated without the written 
consent of the Director even though the agreement gives the vendor the 


present right to receive all of such shares; 


c) if more than 100,000 and up to 200,000 shares are provided for 


in the agreement, then: 


i) 1/8 of the shares shall be issued on the date that the agreement 
first provides for the issuance of shares (which shall not be 


earlier than the agreement date); 
ii) 1/4 of the shares shall be issued upon the expenditure of not 


less than $3.00 in exploration and/or development expenditures on 


the property for each share issued. For example, if the maximum 
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of 200,000 shares is provided for in the agreement, then expendi- 
tures of $150,000 will be required to permit 50,000 shares to be 


issued; 


iii) the balance of 5/8 of the shares provided for in the agreement 
shall be issued in not more than 2 equal blocks upon the expend- 
iture on the property of not less than $2.00 for each share 
issued. For example, if the maximum of 200,000 shares is provided 
for in the agreement, then exploration and/or development expendi- 
tures of $250,000 will be required to permit the remaining 125,000 


shares to be issued; and 


d) No criteria need be met to entitle the vendor to be issued the 
shares other than the filing with the Commission of available financial 
statements or an auditor's comfort letter to establish such exploration 


and/or development expenditures. 


SP The purpose of the foregoing provisions is to put the vendor to an 
election. If the vendor shares permitted in section 3.1(b) are provided 
for, such shares will be issued on an automatic basis related solely with 
the passage of time. If the vendor shares permitted in section 3.1l(c) 
are provided for, significant exploration and/or development expenditures 
will have to be incurred on the property for additional vendor shares to 
be issued beyond the initial 1/8 shares. Where a full 200,000 vendor 
shares are provided for in an agreement, exploration and/or development 
expenditures of $400,000 will be required for all such shares to be 


issued. 
Bigs Expenditures by third parties made subsequent to the acquisition 


by the issuer of the property may be counted for the purpose of sections 


3.1 (ey (is) wand (iit) Sof thissrartivG, 
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3.4 The market price of the issuer's shares shall also be considered 
in determining the maximum allowable vendor consideration. in’ this 


connection the following rules shall apply: 


i) The maximum number of shares permitted by sections 3.1(a) and 


(b), respectively, shall be reduced as follows: 


Maximum Maximum 
Market Price Percentage Allowed Shares Allowed 
no market or Byela@b)) Siouls(a) 
$1.00 or less 100% 100 ,000 200 ,000 
Leto at 0 90% 90,000 180,000 
PeoLero” 2500 802% 80 ,000 160,000 
ELL Ds 2 OU 70% 70,000 140,000 
Wetec. U0 60% 60,000 120,000 


All agreements relating to shares of issuers having a then current market 
price in excess of $3.00 shall be made subject to the Director's prior 


approval. 


ii) The expenditures per share specified in sections 3.l(c)(ii) and 
(iii) shall be proportionately increased so that when the maximum 
permitted number of shares is taken, expenditures for a full 
issuance must equal $150,000 under section 3.1l(c) (ii) and $250,000 


under section 3.1(c) (iii). 


For example, at the $1.51 to $2.00 price level the expenditures to 
be incurred for each share to the issued are calculated as 


follows: 


$150,000 + (1/4 x 180,000) 
$250,000 + (5/8 x 180,000) 


$3.33 per share 


$2.22 per share 
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iii) The market price shall be determined in accordance with the 
provisions of section 1.10 of Part XIX hereof and the relevant 
date for determining the market price shall be the date that the 
agreement specifies, which date shall not be earlier than the 


agreement date. 


35 In addition to share consideration, cash consideration and royal- 
ties, or net profit, interests may be paid. "Up front" cash considera- 
tion and cash option payments to maintain a right to acquire the property 


are permitted. 


32.6 The maximum number of vendor shares permitted under this Policy 
Statement in an arm's-length transaction may be issued for less than a 
100% interest in a mineral property. However, the Director may in such 
circumstances exercise his discretion and require a lesser number of 
vendor shares to be issued. Issuers and vendors must also comply with 
the provisions of Part XVIII relating to adjacent properties and retained 
interests. In the case of an oil and gas property where 100% interests 
are unusual, agreements shall be assessed in relation to the norm for the 


industry in the circumstances. 


ery) As a general principle, a property vendor should be prepared to 
share some of the risks of exploration with the acquiring issuer. This 
principle would normally require an option type agreement with a rela- 
tively low initial payment in cash. The greater the number of shares 
provided for, the smaller the cash option payments should be. Each 
transaction should be measured in relation to the existing market condi- 


tions for arm's-length transactions at the time the agreement is made. 


Ere: Where a property of indeterminate value is acquired through an 
arm's-length transaction, there shall be filed with the Commission within 
10 days of the date that the agreement is effective or contemporaneously 


with any material change report made pursuant to Form 27 of the regula- 
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tions to the Act, whichever is the earlier, a statutory declaration made 


bye sdirector or, officersof ‘the, issuer 7whichy shall: 
a) describe the transaction in sufficient detail to identify it; 
b) mame and give the addresses of the parties to the transaction; 


c) state which of the parties to the transaction were acting on an 
arm's-length basis in accordance with the definition contained in section 


leaesyO pamGhiad StePawt) sVile 


d) name and give the address of any persons or companies which, to 
the knowledge of the declarant, have received or are entitled to receive 
from any vendor a greater than 5% interest in the shares or other consid- 


eration received or to be received by such vendor; 


e) disclose the number and the market price (or the manner of 


calculating the market price) of the shares issuable; and 


f) disclose the issued and outstanding capital of the issuer, both 
before and after the transaction, in respect of the class of securities 
of the issuer which are proposed to be issued pursuant to the terms of 


the transaction. 


a0 Agreements which fall within the confines of section 3.1 through 


3.8 hereof will not require the prior approval of the Director. 
Determinate Value - Agreements, Arm's-Length and Non Arm's-Length 

Lachine For resource properties of determinate value, the issuer may issue 
cash consideration and shares to the vendor in both arm's-length and non 


arm's-length transactions. Where cash consideration for a property of 


determinate value is paid, the amount of such payments shall be deducted 
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from the value of the property before any calculation is made of the 


number of shares issuable in consideration thereof. 


Lee The number of vendor shares issued for a resource property of 
determinate value shall be based on the principle of value given for 
value received. Shares shall be valued at the price to the public where 
the property acquisition is made in conjunction with a further financing 
or, in the absence of a further financing, at the then current market 
price. The market price shall be determined in accordance with the 
provisions of section 1.10 of Part XIX hereof and the relevant date for 
determining the market price shall be the date that the agreement spec- 
ifies, which date shall not be earlier than the agreement date. The 


price shall in no event be less than 20¢ per share. 


4.3 Vendor shares issued for a property of determinate value shall be 


free from escrow. 


hy th Where sufficient uncertainty attends the determination of value of 
a resource property, but it is accepted that the property warrants a 
vendor consideration greater than that which would be permitted for a 


property of indeterminate value, then the Director may: 


a) permit the issuance of vendor shares equal in value to the 
agreed determination arrived at pursuant to section 1.4 of this Part VI; 


or 


b) permit the issuance of additional shares subject to the fulfil- 


ment of such future conditions as the Director may determine. 


he 0 '5) Additional shares permitted under section 4.4 (b) above must be 
issued, if at all, within 10 years of the date of the Director's deter- 
mination unless application has been made to the Director and an exten- 


sion of up to 5 years of the time for issuance has been granted. The 


= Wee 


PART VI 


circumstances under which such application will be allowed will be 
similar to those applicable where an extension respecting base shares is 


sought under section 3.2 Part III. 


4.6 The Director may in the case of a non arm's-length transaction 
require that the transaction in which the issuer is to acquire a property 
of determinate value be placed before disinterested shareholders for 


approval. 


Royalties and Net Profit Interests 


Sd Net smelter royalties or net profit interests may be granted or 
reserved by the vendor in arm's-length and non arm's-length transactions, 
whether the properties are of determinate or indeterminate value. If the 
royalty is solely a net smelter return, then 3% is the maximum total 
burden. If the interest is solely a net profit interest, then 15% is the 
maximum total permitted burden. Any reasonable combination is also 


acceptable where the net effect is equal to the above limitations. 


Dae Where there is a provision in a vendor agreement to buy out a 
royalty and if the buy out price is not more than $500,000, then a higher 
royalty under the circumstances is possible. Each acquisition with a 
royalty greater than that specified in section 5.1 hereof will be revie- 


wed by the Director on its own merits. 


Died Where a mineral resource property, whether acquired at arms- 
length or non arm's-length and whether of determinate or indeterminate 
value, is not burdened by any royalties or net profit interests, the 
agreement with the vendor may provide for the issue of an additional 
100,000 vendor shares to the vendor at the commencement of commercial 
production. The provisions of section 3.4 of this Part VI shall not 


reduce the 100,000 shares permitted hereby. 
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5.4 In the case of oil and gas properties, retained royalties or other 


interests will be judged by industry norms. 


Seo For the purposes of section 3.6 of this Part VI, if a mineral 
property is subject only to a royalty or net profit interest permitted in 
section 5.1 or 5.2 or an oil and gas property is subject only to govern- 
ment or landowners royalties, the remaining interest is considered to be 


a LOO, interest. 


Further Trades of Shares for Resource Properties 


Onl Where a vendor in respect of a trade relies upon the exemption 
contained in Section 71(1)(m) of the Act and, where such vendor has 
acquired the mining claims pursuant to a transaction with another person 
or company which requires the vendor to deliver to such person or company 
all or a part of the securities which are the subject of the exempt 
trade, then the further trade to the other person or company shall not be 
subject to the provisions of Sections 52 and 61 of the Act, provided the 
first trade in such securities by the person or company is a distribution 
unless such first trade is made in accordance with subsection 71(4) of 
the Act as if subsection (4) were applicable thereto. Section 1.2 of 
this Part VI shall also apply to the resale of shares by the other person 


or company. 
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PART VII 
DORMANT ISSUERS 


nha The Commission recognizes that, under certain circumstances, it 
would not be prejudicial to the public interest for an issuer to issue 
base shares subsequent to its initial issuance of base shares. In such 
cases, the subsequent issuance must facilitate the reactivation and 
reorganization of an inactive issuer by enabling its principals to obtain 
a measure of control in order that the reactivation, and subsequent 
development, may proceed in an orderly fashion. In addition, such an 
issuance will create an incentive to the issuer's principals, thereby 


ensuring their support to the issuer's affairs. 


Toe The Commission is, however, of the opinion that the competing 
interests of the principals, the issuer's shareholders and the investing 
public generally must be fairly balanced when additional base shares are 


issued. 
Definitions 
sap hall In this Policy Statement: 

a) "dormant issuer" means any issuer designated as a dormant issuer 
by the Director for the purposes of this Part VII or an issuer that meets 
all of the following criteria during the previous 2 years: 

i) the realizable value of its assets exceeds its liabilities by 
noteemonre than -S50;000) on, “Ht te does’ exceed $50,000, then the 
working capital of the issuer does not exceed the sum of $25,000; 

ii) not more than $25,000 per year has been expended by the issuer 


or others on administrative expenditures and exploration or 


development expenditures directly related to its assets; 
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iii) it has not issued securities for cash exceeding $10,000; and 
iv) it has not received operating revenue exceeding $10,000; 

b) "reorganization" means a reorganization of the business affairs 
of a dormant issuer which involves a new financing pursuant to a distri- 
bution of its securities whether by prospectus or otherwise and at least 
two of the following: 


i) the election or appointment of a majority of new directors; 


ii) the acquisition of a resource property or other asset by the 


issuer; 
iii) a share consolidation, subdivision or other capital alteration 
arising from an amalgamation, merger arrangement or analagous 


transaction; 


iv) the settlement of a substantial portion of the issuer's debts by 


way of a share issuance or otherwise; and 


v) a change in the controlling shareholder(s) of the issuer; 


c) “additional base shares" means base shares issued by a dormant 


issuer as part of a reorganization; 
d) "principal" or "principals" means the group or any member 
thereof consisting of all insiders and promoters of an issuer or any 


associate of such insiders and promoters; and 


e) "special resolution" means a special resolution as defined in 


the Business Corporations Act (Ontario). 
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General 


ail Subject to the provisions hereof, a dormant issuer may issue 


additional base shares but only for cash consideration. 


az Additional base shares may only be issued to principals. A 
principal who has acquired additional base shares will not be permitted 
to subsequently transfer such shares during the term of such escrow 
except to a person or company who is also a principal or will become a 
principal as a result of such transfer. The transfer shall also comply 


with the requirements of Part V of this Policy Statement. 


3.3 The agreement providing for the issuance of additional base shares 
must be entered into at the time the reorganization occurs, however, the 
additional base shares may not be issued until the reorganization has 


been completed. 


Zig A A dormant issuer, as part of a reorganization, may issue addi- 


tional base shares notwithstanding that: 


a) it has base shares outstanding; or 


b) it did not, prior to the time it became a reporting issuer, 


issue any base shares. 


S35 All additional base shares must be placed in escrow. A principal 
acquiring additional base shares must execute and cause to be filed with 
the Commission an escrow agreement in the form set forth in Appendix "B" 


hereto or in such form as is otherwise acceptable to the Director. 
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Maximum Number of Additional Base Shares 


4.1 The number of additional base shares which may be issued by a 
dormant issuer shall be limited to that the number of base shares which 
is equal to the difference between the total number of existing escrowed 
base shares to be outstanding following the reorganization and the 


following: 


Consolidation Ratio Number 
Ay aeRO Ct OOOO RR ee oo 750,000 
LAUR IS ay ORO CRITIC OOK! Be PA A NS SSG 656.7250 
DES Se tens "oes cecctees Suseurtstetaueie ie OPO Pera Sooo 562,500 
dL ee keceretepecs stele PO Oe ga ROOD Dros POO oD 468,750 
25: Cand Sreater) 5 sc wets oles AO Ore eS O00 
4.2 Provided, however, additional base shares may not be issued if 


after the consolidation (if any) and the reorganization, the total number 
of pre-existing escrowed base shares and additional base shares owned by 
the principals, when added to the number of shares owned by the princi- 
pals which are not then escrowed, must not exceed 50% of the total issued 


shares of the issuer. 


Minimum Issue Price 


yal The minimum issue price per share of additional base shares shall 
be the greater of $0.01 or 10% of the market price of the issuer's 
shares. The market price shall de determined in accordance with the 
provisions of section 1.10 of Part XIX hereof and the relevant date shall 
be the date of the agreement providing for the issuance of additional 


base shares. 


Dot If the issuer's shares have not traded at any time during the 90 
day period preceding the date of the agreement providing for the issue of 


the additional base shares, then the minimum issue price per share shall 
be $0.01. 
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5a In the event the reorganization involves a share consolidation, 
the minimum issue price which would otherwise be obtained by virtue of 
section 5.1 hereof, if greater than $0.01, must be multiplied by the 
number of pre-consolidated shares required to be exchanged for one 


consolidated share. 


Release from Escrow 


6.1 If additional base shares are issued, the total number of base 
shares which may be issued may not exceed 750,000 shares. In such 
circumstances, the basis for automatic releases and for earned releases 
of additional base shares issued as the result of a reorganization shall 
be computed by using Table B and the method set out in footnote (1) to 
Table B. If the distribution occurring in connection with the reorgani- 
zation is not a distribution by a prospectus, then the automatic release 
given in year O shall be delayed until the first distribution by prospec- 


tus following the reorganization. 


6.2 For the purpose of computing the founder contribution level and 
dilution level in Table B, the number of shares of the issuer outstanding 
immediately prior to the reorganization (excluding escrowed base shares 


then outstanding) shall be disregarded. 


6 The basis for earned releases and expiry date for escrowed base 
shares outstanding prior to a reorganization shall not be altered by such 


reorganization, save as required by section 1.3 of Part IX hereof. 


6.4 A holder of escrowed base shares outstanding before a reorganiza- 
tion may donate such escrowed base shares to the issuer for cancellation 
in order to obtain additional base shares as provided for in this Part 
VII and thereby a more favourable earned release mechanism and/or expiry 


date. 
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O65 In all other respects, Parts II, III and IV concerning founders 
contribution levels and escrow provisions attaching to base shares shall 
be applicable as in the case of an initial prospectus distribution with 


appropriate changes in context where necessary. 
Cancellation 
ee Any additional base shares not released before the expiration of 


5 years from the date of issuance of the additional base shares shall be 


cancelled without payment by the issuer of any consideration therefor. 


Shareholder Approval 


8.1 The issue of any and all additional base shares must be approved 


by the dormant issuer's shareholders by way of a special resolution. 

News Release 

Sho dh The proposed issuance of additional base shares and reorganization 
are "material changes'' in the affairs of a dormant issuer. Accordingly, 


the issuer must announce such changes in a timely manner by way of a news 


release. 
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PART VIII 
DEALER COMPENSATION 


Three Types OL Orrerings 


Nice | The three methods of distributing securities pursuant to a pros- 


pectus are defined below: 


a) An underwritten offering is an offering where, subject only to 
the provisions of the underwriting agreement, a dealer agrees to purchase 
either as principal or as agent for a principal, a specified number of 
securities of an issuer at a specified price with a view to a distribu- 


tion of such securities; 


b) A best efforts offering is an offering where a dealer acting as 
agent for an issuer, agrees to use its best efforts to effect a distribu- 
tion of securities of the issuer. Such an offering shall specify that a 
minimum number of securities of the issuer must be sold in order to 
accomplish the purposes set out or the offering will be withdrawn. 
Additional securities of the issuer may be offered after the minimum is 
reached but only up to the maximum number of securities set out in the 


offering; and 


c) A guaranteed offering is an offering where a dealer acting as 
agent for an issuer agrees to effect a distribution of securities of the 
issuer, and which offering provides that if at the end of the offering 
period a previously specified minimum number of securities of the issuer 
are not sold, the dealer shall purchase on its own behalf or acting as 
agent for a named principal any unsold securities of the issuer as 
principal. Additional securities of the issuer may be offered after the 


guaranteed minimum amount has been paid. 


A combination of an underwritten and best efforts offering is also 


permitted. 
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Minimum Size Offering 


5 MW The minimum underwritten, best efforts or guaranteed offering 
shall be for not less than $100,000 net to the issuer's treasury. A 
smaller offering of not less than $75,000 is permitted if the working 
capital of the issuer when combined with the net proceeds of the offering 


will equal at least $100,000. 


D ed All offerings of treasury shares pursuant to a prospectus offering 
must be at a fixed price which must appear on the face page of the 
prospectus. Except for the dealers compensation option referred to in 
section 12.1 of this Part VII1, which permits sales»atwvaryingy prices, 
options to a dealer to purchase treasury shares will be permitted only if 
the net proceeds per share to the issuer and the offering price per share 


are the same as the original offering price. 


V8) If the dealer is unable to sell the entire offering at the price 
stated in the prospectus and wishes to reduce the offering price, the net 
amount to be received by the issuer shall not be reduced. An amendment 


to the prospectus shall be filed before effecting such a reduction. 


2.4 The minimum proceeds to be received by an issuer in respect of an 


offering of shares shall be at least 20¢ per share. 


Payments and Term of Offering 


3.1 a) In the case of an underwritten offering, the dealer may pay for 
the underwritten securities as they are resold to the public. Payments 
shall in any event be made to the issuer equal to not less than 1/3 of 
the net proceeds within 30 days of the acceptance date, 1/3 within 60 
days of the acceptance date with the balance no later than 90 days from 


the acceptance date. 
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b) A best efforts offering to achieve the minimum distribution may 


remain open for up to 90 days. 


c) A guaranteed offering may remain open for up to 90 days prior to 
the date that the purchase by the dealer of any unsold securities pursu- 


ant to the guarantee occurs. 


d) The Director shall have discretion to shorten or extend the 90 
day period referred to in subparagraphs (b) and (c) above upon such terms 


and conditions as the Director may impose. 


e) Additional securities beyond the minimum in a best efforts 
offering or beyond the guaranteed portion in a guaranteed offering plus 
any shares purchased by a dealer pursuant to a guarantee may continue to 


be offered for sale after 90 days. 


Dealer's Commission or Mark up 


4.1 The maximum price at which treasury shares of an issuer may be 
offered for sale to the public shall be dependent upon the proceeds per 
share received by the treasury of the issuer. Set forth below is a table 
which sets out the maximum mark up or dealer commission permitted as a 


percentage of the proceeds to the issuer: 


Net Proceeds Dealer Mark Up Braces to 
to the Issuer or Commission the Public 
Up tOsooc 100% $1.30 
piste 95% 1.46 
85¢ 90% LeG2 
950 85% ee TAS 
$1.05 80% E89 
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eis) 75% 2.01 
Sse) 70% Dae S) 
GSI) 65% Lend 
1.45 60% Zoic 
iD 55% 2.40 
BN 36)) 50% 2.48 
Hea) 45% 2.54 
1285 40% Zeo0 
195 35% 2203 
2.05 302% ZO) 


Where the proceeds to the issuer lies between prices set out in the chart 
above, the dealer mark up or commission as a percentage of such net 
proceeds shall be pro-rated. For all distributions where the net pro- 
ceeds to the treasury exceeds $2.05, the maximum mark up or commission 


payable to the dealer shall be 302%. 


Unit Offerings 


Ball A unit offering of shares, warrants and other securities is 
permitted. The minimum proceeds to be received by an issuer in respect 


of an offering of units shall be 25¢ per unit. 
Se Warrants to purchase the same class of security as that being 
distributed under the offering which forms part of a unit shall have the 
following attributes: 

a) the exercise price shall be not less than the offering price; 

b) the number of securities issuable upon the exercise of the 


warrants shall not exceed the number of securities of that class distri- 


buted under the offering; 
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c) the warrants shall have a term to expiry not extending beyond 2 


years after the acceptance date; and 
d) piggy back warrants are not permitted. 


os 6) Where the securities distributed under a prospectus include rights 
to purchase, convert or exchange securities of the issuer, Section 52 of 
the Act does not apply to the first trade in securities issued through 


the exercise of the rights to purchase, convert or exchange: 


a) where the issuer has not been a reporting issuer for 18 months, 
the securities that are issued through the exercise of the rights to 


purchase, convert or exchange are publicly traded; 


b) such first trade is not a distribution as defined in subclause 


RED Gin) motethnerNctemand 


c) no unusual effort is made to prepare the market or to create a 
demand for the securities and no extraordinary commission or other 


consideration is paid in respect of such trade. 


Dealer's Bonus 


6.1 a) In addition to the amounts referred to in section 4.1 above, 
where the dealer distributes securities which provide an issuer with net 
proceeds of not less than $150,000, the dealer may receive a bonus of 15 
shares for every 100 shares the dealer purchased on an underwritten basis 
from the treasury or which are subject to the guarantee and, in the case 
of a best efforts offering or the unguaranteed portion of a guaranteed 
offering, 10 shares for every 100 shares so distributed. If securities 
other than shares are sold, the bonus shall be payable in the form of the 
securities so distributed or other securities acceptable to the Director. 


Bonus securities may be offered by the dealer as a secondary offering. 
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b) Where an underwritten offering of less than $150,000 is carried 
out, the bonus shall be paid only if the issuer and the dealer within 12 
months of the acceptance date in respect of the original distribution, 
file a preliminary prospectus with the Commission and agree to distribute 
additional securities of the issuer so that the aggregate proceeds 
received by the issuer will be not less than $150,000. The bonus shall 


then be paid on the combined distribution. 


Best Efforts - Trustee 


Test Where a best efforts offering is carried out, a trustee acceptable 
to the Director shall hold the proceeds until the offering is completed 
or the minimum amount of the offering is received. If the minimum amount 
established in the prospectus is received, these funds shall be released 
to the issuer. Alternatively, if the minimum amount has not been recei- 
ved within the time specified in the prospectus, the trustee shall return 


the subscription proceeds to subscribers without any deductions. 


Best Efforts - Amendment 


Ga ll Where an amendment to a prospectus in respect of a best efforts 
offering is required prior to the receipt by the trustee of any minimum 
amount specified in the prospectus, the issuer or the dealer shall obtain 
from each subscriber within 15 days of the date of acceptance of the 
amendment an acknowledgement that the subscriber has been provided with a 
copy of the amendment and that he either confirms or rescinds his sub- 
scription. Where such subscriber either rescinds his subscription or 
does not complete and return the acknowledgement, his subscription will 
be deemed to be rescinded and the subscription proceeds shall be refunded 
to the subscriber without any deduction. The filing of an amendment to a 
best efforts offering shall not extend the duration of the offering 


without the consent of the Director. 
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Se2 The acknowledgement sent to the subscriber shall be signed and 
dated by the subscriber and returned to the issuer or the dealer and 


shall state that the subscriber: 


a) acknowledges receipt of the amendment; and 


b) either confirms or rescinds his subscription. 


Additional Financing by Amendment 


Yai An amendment to a prospectus may be filed in compliance with 
Section 56(2) of the Act for the purpose of distributing securities in 
addition to the securities previously disclosed in a prospectus or 


amendment thereto. 


Secondary Offerings 


10 sik A distribution under a prospectus may include both treasury shares 


and secondary shares. 


LOe2 Where the dealer mark up or commission as set out in section 4.1 
of this Part VIII exceeds 30%, the number of secondary shares offered may 
not exceed 50% of the number of treasury shares unless otherwise permit- 


ted by the Director. 


LORS: Where the prospectus provides for a distribution which includes 
treasury and secondary shares, all of the treasury shares must be distri- 
buted before any of the secondary shares may be sold. The selling 
security holder(s) must bear a proportionate share of the expenses of 
distribution based upon the number of securities which are qualified for 


sale. 
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10.4 Securities of an issuer purchased by a dealer pursuant to a 
guaranteed offering may be resold by the dealer as a secondary offering 


following the sale of all treasury shares offered in the prospectus. 


ORY Secondary shares may be offered at prices other than the fixed 
price at which treasury shares are offered. Where the provisions of 
section 16.3 of this Part VIII are applicable, an estimated range of 
offering prices for secondary shares shall be specified on the face page 
of the prospectus. If secondary shares are proposed to be sold at prices 
either higher or lower than the specified price range, an amendment to 


the prospectus must be filed before any such sales are made. 


Green Shoe Option 


11.1 The dealer will be allowed a "green shoe" option at the net price 
to the treasury of the issuer in respect of the offering which option 
shall be limited to the size of the dealer's over-allocation position as 
at the close of trading 2 trading days after the commencement date of the 
offering to a maximum of 15% of the distribution. The option will extend 
not more than 60 days following such commencement date. The dealer will 
be responsible for reporting its over-allocation position to the Commis- 
sion before the commencement of trading on the third business day fol- 
lowing the commencement date. Securities obtained pursuant to the 
exercise of the "green shoe" option may be sold immediately in the open 


market. 


Compensation Option 


12.1 A dealer will be allowed a non-assignable option (the "Compens- 
ation Option") on additional treasury securities for not more than 10% of 
the number of securities underwritten or guaranteed pursuant to a guar- 
anteed offering for a maximum term of 3 years. The exercise price shall 


not be less than the offering price of the securities. The dealer will 
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be able to sell securities obtained through the exercise of the Compens- 
ation Option in the open market once the distribution has been completed, 
subject to the notice, marketing and reporting provisions which are set 


out below. 


PARP Section 52 of the Act does not apply to the granting, pursuant to 
section 12.1 of this Part VIII, of a Compensation Option to a dealer who 
acts as an underwriter or guarantor in a distribution or, the exercise of 
the Compensation Option or, the first trade in securities acquired by the 


vendor through the exercise of the Compensation Option if: 


a) the issuer of the securities is a reporting issuer and, where a 
person or company in a special relationship with the reporting issuer, as 
defined in Section 75 of the Act, is the seller, he or it has reasonable 
grounds to believe that the issuer is not in default of any requirement 


of the Act or the regulations; 


b) disclosure to the Commission has been made of the issuance of 


the securities under the Compensation Option; 


c) a notice of intention to sell and a declaration, both prepared 
in accordance with Form 23 of the regulations and which declaration 
is signed by the seller as at a date not more than 24 hours prior to its 
filing, are filed with the Commission by the seller at least 7 days and 
not more than 14 days prior to the first trade in the securities speci- 
fied under such notice, provided that such notice and declaration are 
renewed and filed at the end of 60 days after the original date of filing 
and thereafter at the end of each 28 day period so long as any of the 
securities specified under the original notice have not been sold or 
until notice has been filed that the securities so specified or any part 


thereof are no longer for sale; 
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d) the vendor files with the Commission within 1 day after the 
completion of any trade a report prepared in accordance with Form 37 of 
the regulation, and for the purposes of this subparagraph 12.2(d), the 
vendor is deemed to be an insider of the issuer of the securities whether 


or not he is an insider as defined in the Act; 


e) mo unusual effort is made to prepare the market or to create a 
demand for the securities and no extraordinary commission or other 


consideration is paid in respect of such trade; and 


i th Cum trad cul Sum OtENCmEGHSGitbuslonmacmEdeLinCGd m= uEESUbCllatice 


OL) Gtatat)) ne elas (Nore « 


iL2e 3 The dealer shall maintain a record of the number of securities 
obtained through the exercise of the compensation option, the gross 
proceeds to the issuer therefrom, the number of such securities sold by 


the dealer and the gross proceeds to the dealer therefrom. 


Promoter's Option 


Lt The promoter of an issuer will, at the time of the initial pro- 
spectus distribution, be allowed an option (the "Promoter's Option") on 
additional treasury securities for not more than 20% of the number of 
treasury securities distributed under the initial prospectus distribution 
for a maximum term of 3 years. The Promoter's Option will not be exer- 
cisable for the first year and the exercise price shall not be less than 
the Offering Price. The Promoter's Option shall be non-assignable, 
provided that in certain circumstances the Director may consent to the 
assignment of a portion of the Promoter's Option where the assignee was a 


security holder of the issuer prior to the aforesaid distribution. 
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13.2 The securities obtained by the promoter upon exercise of the 
Promoter's Option will be free for resale in the open market subject to 


the notice, marketing and reporting provisions which are set out below. 


1833 Section 52 of the Act does not apply to the first trade in secu- 
rities previously acquired through the exercise of a Promoter's Option 
granted to a promoter of the issuer pursuant to section 13.1 of this Part 


WELLE: 


a) the issuer of the securities is a reporting issuer and has been 
a reporting issuer for at least 18 months and is not in default of any 


requirement of the Act or the regulations; 


b) the vendor has held the securities or that number of securities 


of the class to be traded for at least 6 months; 


c) a notice of intention to sell and a declaration, both prepared 
in accordance with Form 23 of the regulation, and which declaration is 
signed by the vendor at a date not more than 24 hours prior to its 
filing, are filed with the Commission by the vendor at least 7 days and 
not more than 14 days prior to the first trade in the securities speci- 
fied under such notice, provided that such notice and declaration are 
renewed and filed at the end of 60 days after the original date of filing 
and thereafter at the end of each 28 day period so long as any of the 
securities specified under the original notice have not been sold or 
until notice has been filed that the securities so specified or any part 


thereof are no longer for sale; 


d) the vendor files with the Commission within 3 days after the 
completion of any trade a report prepared in accordance with Form 37 of 
the regulation, and for the purposes of this subparagraph 13.3(d), the 
vendor is deemed to be an insider of the issuer of the securities whether 


or not he is an insider as defined in the Act; and 
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e) no unusual effort is made to prepare the market or to create a 
demand for the securities and no extraordinary commission or other 
consideration is paid in respect of such trade, provided that where a 
Promoter's Option is assigned in whole or in part, the first trade by any 
assignee of its securities acquired upon the exercise of the option is 
effected in compliance with the provisions of this subparagraph 13.3 or 
under a prospectus for which a receipt is issued by the Director pursuant 


to Section 60 of the Act. 


13.4 Where the securities issuable through the exercise of a Promo- 
ter's Option or a Compensation Option include rights to purchase, convert 
or exchange securities of the issuer, the rules applicable to the Promo- 
ter's Option or the Compensation Option as set out in sections 12.2 and 
13.3, as the case may be, apply to the rights to purchase, convert or 


exchange and the securities obtained through the exercise of such rights. 


Conflicts of Interest 


Lad Registrants for trading in securities should avoid conflicts of 
interest arising from the acquisition of shares distributed by an issuer. 
Where a dealer participates in a distribution by prospectus of securities 


of an issuer, the following shall apply: 


a) the term "dealer", for the purpose of this section 14.1, shall 
mean the dealer or dealers which in the course of a distribution by 
prospectus effect trades in any jurisdiction where such trades are made 
and includes directors, officers, shareholders, partners and associates 


of the dealer or such individual; 
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b) a dealer shall not directly or indirectly be the promoter or the 


vendor in respect of an issuer; 


c) a dealer may be a founder of an issuer provided that the maximum 
number of securities of any class of the issuer held by all dealers prior 
to the initial prospectus distribution shall not exceed 10% of the 


securities of any class of the issuer then outstanding; 


d) aif a founder or a vendor wishes to sell securities of the 
issuer, the dealer may purchase such securities as principal at a price 
not less than the underwriting price or the net price to the treasury of 


the issuer in the case of a best efforts or guaranteed offering; 


e) if any securities of an issuer acquired by the dealer as a 
founder are offered for sale as a secondary offering in a prospectus of 
the issuer an opportunity shall be given to other founders of the issuer 


to participate in the secondary offering; and 


f) each prospectus must disclose on the face page or in the body of 
the prospectus with a cross reference on the face page, the aggregate 
number of securities of all classes of the issuer owned directly or 
indirectly by the dealer and the prices at which and the dates when such 


shares were purchased. 


Market Out Provisions 


Level Where, following the issuance by the Commission of a receipt for 
a preliminary prospectus of an issuer, any dealer named therein 
decides not to proceed with an offering, whether or not an underwriting 
or agency agreement has actually been entered into with the issuer or 
another dealer, the dealer shall forthwith send a letter to the Commis- 
sion and the issuer--which letter shall provide details of the circum- 


stances which gave rise to the decision on the part of the dealer to 


— 135! - 


PART VIII 


exercise such rights. Such letter shall be placed in the issuer's public 


ilmlhers 


Short Sales 


spat Short sales provide a fund from which the dealer may, following 
the initial sales effort, make purchases by way of market support. The 
Commission recognizes that an "orderly" after market with support bids is 
dependent upon the dealer being able to build a significant short posi- 
tion to be used over an extended period of time. It is also recognized 
that the need for such support bids diminishes as the costs of distribu- 


tion are reduced. 


Low A dealer may during the course of a distribution sell a number of 
securities of the issuer in excess of the number qualified for sale under 
the prospectus. Such sales may exceed the number qualified under the 
prospectus (excluding the number of shares represented by the dealer's 


green shoe and compensation options) by up to 15%. 


LG Where the dealer mark up or commission as set out in section 4.1 


of this Part VIII exceeds 30%, the following additional provisions shall 


apply: 


a) a trust account shall be established by the dealer to hold the 
proceeds of all short sales of the issuer to be used exclusively to hold 
such proceeds for the purpose of maintaining a bid for shares of the 


issuer; 


b) as of a date (the "computation date") to be selected by the 
dealer but in any event not later than the first anniversary of the date 
of the receipt issued by the Commission for the issuer's preliminary 


prospectus, the dealer shall: 
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i) between the date of issuance by the Commission of a final 
receipt for the prospectus of the issuer and the computation date, 
compute the total amount paid by the public for all shares of the 
issuer sold by the dealer less the total amount paid by the dealer 


for all purchases made from the public for market support; 


ii) compute the amount received by the treasury of the issuer from 
the distribution. If the founders have received shares as repay- 
ment of money advanced to the issuer as provided in sections 5.2 
and 5.3 of Part II of this Policy Statement, the amount of such 
indebtedness settled by the issuance of shares shall be included 
in the computation of the amount received by the treasury of the 
issuer except to the extent that the Director concludes that the 
indebtedness was unduly large in the circumstances or that the 


proceeds thereof were not fully applied for benefit of the issuer; 


c) if on the computation date the number of shares purchased with 
the funds in the trust account is not at least equal to the number of 
shares oversold then the entire remaining portion of the trust account 


must be paid to the issuer; and 


d) if the proceeds received by the issuer from the distribution of 
its treasury shares computed in accordance with section 16.3(b)(ii) above 
plus any funds paid to the issuer pursuant to section 16.3(c) is not 
equal to at least 35% of the amount computed as at the computation date 
pursuant to section 16.3(b)(i) above, the dealer shall make a payment to 
the issuer to ensure such minimum proceeds are received by the issuer. 


Such payment shall be made within 30 days of the computation date. 


Market Balancing 


RMSE A A dealer may make market balancing transactions in an offered 


security as purchaser or seller so that trading remains orderly. 
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Nee ID 
MERGERS AND CONSOLIDATIONS 


it Where a merger of 2 or more issuers occurs, whether by amalgama- 
tion or otherwise, and the result is that the holders of base shares of 2 
or more predecessor issuers become the holders of base shares of the 
issuer resulting from the merger, the following principles shall apply 


with respect to earned releases based upon expenditures incurred. 


I a The number of base shares of a holder to be released is to be 


computed using the following formula: 


number of base shares released for expenditures 


the number of base shares owned by the holder following the merger 
total of all base shares outstanding following the merger 
K 
the expenditures incurred expressed in dollars 
the expenditure release rate (1) the merger ratio applicable to 
prior to the merger attributable x the holder's base shares 
to the base shares held by the 


holder expressed in dollars 

Gis) See footnote 1, Table B. 

ls3 For consolidations of the securities of an issuer which do not 
involve a merger, the expenditure release rate after the consolidation 


shall equal the expenditure release rate before the consolidation multi- 


plied by the consolidation ratio. 
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PART X 
PRIVATE PLACEMENTS 


soul: Gt Teale IWebeie C2 


a) "agreement day'' means the earlier of the day on which a private 
placement agreement is entered into by the issuer and all placees in 
writing and the day that the management of an issuer determines by 
resolution that an offering by way of offering memorandum is to be made 


by the issuer; 


b) "placee" means a person or company which purchases securities 


which are the subject of a private placement; 


c) "private placement" means an issuance of securities of an issuer 
from its treasury without the filing of a prospectus with the Commission 
in reliance upon an exemption contained in clauses a, b, c, d, or p of 
Section 71(1) of the Act or Clause 14(g) of the regulations to the Act or 


equivalent legislation of another jurisdiction outside Ontario; and 


d) "warrant" means any right to acquire securities of an issuer. 


1.2 Every private placement agreement with an issuer, whether or not 
it includes a subscription for securities pursuant to an offering memo- 
randum, shall contain a representation and warranty of the placee that 
the securities are not being purchased as a result of any material fact 


or information about the issuer that has not been publicly disclosed. 


News Release 


2.1 a) All private placements shall be deemed to be a "material change" 
in the affairs of the issuer and accordingly, the issuer must issue a 
news release disclosing the material particulars of the private placement 


on the agreement day. 
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b) If the private placement is subsequently terminated, the issuer 
must promptly issue a news release disclosing the material particulars of 


such termination. 


Private Placements - Issue Price 


ehh "Trading" for the purpose of this Part X means trading in the 
normal market place where securities of the issuer are traded and does 


not include private agreements. 


3.2 a) "Average Price" of the issuer's securities shall be the arith- 
metic average of the closing price of the relevant securities for those 
days which are included in the average. Where no trading occurs on a 
particular day, the closing price shall be the average of the bid and ask 
prices (if any) for such day, otherwise such day shall be excluded in 


computing the average price. 


b) "Weighted Average Price" of the issuer's securities shall be the 
price determined by multiplying the daily volume of trading for each day 
which is included in the average by the closing price of the relevant 
securities for each respective day and thereafter dividing the sum of all 


such products by the total number of days. 
Bis Subject@tomithe provisions = orm sections: 3.5. 45505 5.) and 5.5 Of 
this Part X, the price per security of a private placement shall not be 


lower than the "Base Price" less the maximum discount as follows: 


Maximum Discount 


Base Price Therefrom 
$0.50 or less Don 
SOmSircbo $2200 20% 
above $2.00 15% 
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Bh oh The "Base Price" shall be: 


a) the Weighted Average Price of the issuer's securities for the 5 


trading days preceding the agreement day; 


b) if no trading occurred on each of the said 5 days, then the 
Weighted Average Price of the most recent 5 days preceding the agreement 


day on which actual trading occurred; or 


cy yat “trading has notvoccurred’ on at least 5 days during the 90 
days preceding the agreement day, then no market shall be deemed to 


exist. 


325 If the Average Price of the issuer's securities over the 2 week 
period preceding the agreement day is greater than the Base Price by a 
percentage equal to or greater than the appropriate discount percentage 
referred to in section 3.3 hereof, then the price per security in a 


private placement shall not be lower than the Base Price. 


320 The minimum net price to the treasury of an issuer per security 


sold by way of a private placement shall be 10¢. 


30 Where the securities which are the subject of the private place- 
ment contain a tax incentive such as permitting the issuer to "flow- 
through" expenditures to the placees, the price per security shall not be 


lower than the Base Price. 
3.8 If a material change in the affairs of the issuer is announced by 


the issuer during the 2 week period following the agreement day and if 


such material change is not directly or indirectly related to or caused 
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by the private placement, then the minimum price per security to be paid 
by the placee shall be at least equal to the closing price per security 
on the trading day after the day on which the material change was announ- 
ced less the appropriate discount, if such new price is greater than 
the agreed price of the private placement before the announcement of the 


material change. 


Shareholder Approval 


4.1 The shareholders of the issuer shall be required to approve a 


private placement if: 


a) more than 50% of the securities being sold are proposed to be 
purchased by placees who are not dealing on an arm's-length basis with 
the issuer. (This subsection shall not apply to any agreement by a non 
arm's- length party to guarantee the success of a private placement made 


by an offering memorandum); or 


b) the number of securities of any class proposed to be issued is 
equal to or greater than 50% of the number of issuer's securities of that 
class outstanding before giving effect to the issuance of the securities 
which are the subject of the private placement. For the purpose of such 
calculation any warrants forming part of the private placement shall be 


deemed to have been exercised; or 


c) the issue of the private placement securities may result in, or 
such placement is part of, a transaction involving a change in the 
effective control of the issuer. In making a determination of control or 
effective control, any warrants forming part of the private placement 


shall be deemed to be exercised. 


by If during the 12 months preceding the agreement day, placees who 


are not dealing on an arm's-length basis with the issuer have purchased 
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(by way of private placement at a discount from the applicable Base 
Price) securities of the issuer of the same class as those proposed to be 
sold, and if the number of securities previously purchased when combined 
with the number of securities proposed to be purchased by placees who 
are not dealing on an arm's-length basis with the issuer in the new 
private placement exceeds 20% of the issued and outstanding securities of 
that class of the issuer calculated after giving effect to the new 
private placement (but without giving effect to the exercise of any 
warrants forming part of either private placement), then the placees, 
their insiders, associates and affiliates may not vote at any meeting of 
security holders called for the purpose of approving the new private 
placement if the new private placement is proposed to be made at a 


discount from the Base Price. 


8) For the purposes of section 4.1(a) and 4.2 hereof, the parties 
will be considered not to be dealing on an arm's-length basis if any 
insider or promoter of the issuer or an associate or affiliate of either 
is also a placee or an insider or promoter of a placee or an associate or 
affiliate of either. The Director may also decide whether parties to a 
transaction not so related may be dealing with each other at arm's-length 


at a particular time. 


Closing of Private Placements 


Sigil The first closing of securities of an issuer offered by way of 


private placement: 


a) made pursuant to an agreement between the issuer and the placee 


shall occur within 45 days of the agreement day; or 


b) made pursuant to an offering memorandum shall occur within 75 


days of the agreement day. 


=e e 


PART X 


Die If the first closing does not occur as provided in section 5.1(a) 
or (b) hereof, then unless the failure to close was not due to any act or 
omission on the part of such placee, no subsequent private placement to a 
placee who was party to the terminated private placement may be made 
within 30 days following the date for the first closing specified in 


SeCieslOnm rn a a) mOiamn CD) es 


Warrants 


Gre Warrants to purchase securities of an issuer may be issued as part 


of a private placement if all of the following conditions are met: 


a) the warrants do not entitle the holder to purchase a greater 
number of securities than the number of such securities originally sold 


to placees under the private placement; 


b) the warrants shall be exercisable during a period not extending 
beyond 5 years from the date of the first closing of the private place- 


ment transaction; and 


i) where the warrants have a term of 2 years or less from the date 
of the first closing of the private placement transaction speci- 
fied in section 5.1, the warrant exercise price shall be not less 


than the Base Price as defined in section 3.3 hereof; 


ii) where the warrant has a term exceeding the 2 years provided in 
6.1(b) (i) above, the warrant exercise price shall be not less than 
the Base Price and shall be increased annually after the first 


year by a minimum annual amount as follows: 
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Minimum Annual 


Base Price Increase 
50.20 on Jess 10¢ 
SOL ECO 32.00 20¢ 
Above $2.00 30¢ 


Private Placement - Fees 


“peel Where a trade is made by an issuer in reliance upon either of the 
exemptions contained in Section 71(1)(c) or (d) of the Act, a fee may be 
paid to any person acting as agent in connection with the trade in cash 
or in securities of the issuer or a combination thereof. Securities 
shall be valued at the issue price to the purchaser and, shall be subject 
to the resale restrictions which would apply if such securities were 
acquired pursuant to the exemption relating to the trade in respect of 


which the fee was paid. 
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PART XI 
BONUSES FOR LOANS AND GUARANTEES - FINDER'S FEES 


Igqall The issuance of shares or share purchase warrants (the "warrants") 
in consideration of loans or loan guarantees made by both arm's-length 
and non arm's-length lenders is permissible. It is the responsibility of 
the directors to make the best possible agreement on behalf of the issuer 
and to act in good faith with the interests of the issuer taking prece- 


dence over self interest. The following guidelines are provided: 


ig Arm's-length or non arm's-length persons may receive a bonus for 
loans to an issuer or for guarantees of an issuer's loans made by third 


parties if: 


a) the loan and/or guarantee must be necessary and it must be the 
case that it would not have been granted without a bonus to the lender or 


the guarantor; 


b) the value of the bonus if paid in shares does not exceed 5% of 


the amount of funds loaned or guaranteed; 


c) the bonus if paid in warrants does not entitle the holder to 
purchase more than double the number of shares permitted in section 


Le Cp))2 


d) the warrants may be exercised for a period of 2 years from the 
date of the loan or guarantee or, up to 30 days following the repayment 


of the loan or release of the guarantee, whichever is shorter; 


e) the value of the bonus paid pursuant to sections 1.2(b) and (c) 
hereof shall be pro rated on a monthly basis for any loan or guarantee 
which by its terms is required to be repaid or released earlier than 12 


months from the date of the loan or guarantee; 
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f) if the circumstances of an issuer change and the issuer repays a 
loan or releases a guarantor in less than 12 months from the date of the 
loan or guarantee where the original term of the loan or guarantee was 
given for 12 months or more from its date, then the lender or guarantor 
is not obligated to repay to the issuer any part of the bonus received if 
the lender or guarantor did not take part in the decision of the issuer 
to make the early repayment or to give the early release. In all other 
circumstances the repayment of a loan or the release of a guarantor in 
less than 12 months shall be treated as if the provisions of section 
1.2(e) were applicable thereto and any excess bonus paid to a lender or 


guarantor shall be forthwith returned to the issuer; and 


g) the issue price for the shares or the exercise price for the 
warrants must be set at a price that would not be less than the Base 
Price determined in accordance with section 3.4 of Part X if a private 
placement were being made and the agreement day shall be deemed to be the 


date the funds are loaned or guaranteed. 


: In circumstances where the issuer has given no security to the 
lender or the guarantor and the ability of the issuer to repay the loan 
is not evident in that it has no funds or any immediate source of funds, 
the maximum bonus permitted to be paid by an issuer may be increased to 
20% in lieu of the 5% provided in section 1.2(b) and the term of the 
warrant may be increased to 3 years in lieu of the 2 years provided in 


section 1.2(d). Section 1.2 shall otherwise apply unamended. 


eaey Interest charged (if any) on such loans should be set at a rate no 
higher than 2 percentage points above the prime rate charged by the 


issuer's bankers to its most creditworthy commercial customers. 
bd Shareholder approval shall be obtained for any bonus given to a 


non arm's-length lender or guarantor that exceeds 50% of the maximum 


bonus permitted to be paid by an issuer. 


Shag 


PART XI 


L0 For the purposes of section 1.5 hereof, the parties will be 
considered not to be dealing on an arm's-length basis if any insider or 
promoter of the issuer or an associate or affiliate of either is also a 
lender or guarantor or an insider or promoter of a lender or guarantor or 
an associate or affiliate of either. The Director may also decide 
whether parties to a transaction not so related may be dealing with each 


other at arm's-length at a particular time. 


Finder's Fees and Commissions 


Bol Issuers receiving a measurable benefit through the efforts of 
persons (or agents) may reward those efforts by paying a finder"s fee or 
commission in the form of cash, securities, warrants to purchase securi- 
ties or an interest in assets. The benefit may be in the form of a 
private financing, acquisition of an asset, the sale of an asset, or any 


other measurable benefit that has in fact been received by the issuer. 


ee The consideration to be paid as a fee or commission may vary 
considerably depending on the circumstances peculiar to a given situa- 
tion. Because there are many variables that could influence a determina- 
tion as to what is reasonable, no firm policy in that regard has been 


established. The following guidelines are, however, provided: 


a) no payment of a fee or commission may be paid to insiders or 


their associates or for services or benefits not yet received; 


b) the consideration is usually stated in dollars and as a percent- 
age of the value of the benefit received. Issuers are encouraged to 


negotiate within the parameters set out below: 


On the first $300,000 Up to 10% 
$300,000 to $1,000,000 Up to 74% 
$1,000,000 and over Up 0057 
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c) issuers should generally scale the percentage downward as the 


value figure increases. 


2.3 a) The value of shares issued as a finders fee or commission should 
be determined at the average price of the shares over a period of 30 days 
but in any event shall not be less than 15¢ per share. The 30 day period 
would normally be the 30 days preceding the date the benefit is received 
by the issuer or the 30 days preceding the date of the agreement to 
confer the benefit, whichever is agreed upon by the issuer and the finder 
or the agent of either party. Average price shall have the meaning 


Speciiiedwinesection 3.2 (a) of Part x. 


b) If share purchase warrants are to be issued as a finders fee or 
commission instead of shares, cash or an interest in assets, the share 
purchase warrants may entitle the recipient to acquire up to double the 
number of shares that may be permitted under section 2.3(a) above at the 
average price as defined therein. The term of any such warrant shall not 


exceed 2 years. 


2.4 Where securities are issued in accordance with Part XI of this 
Policy Statement, the first trade in such securities is a distribution 
unless such first trade is made in accordance with subsection 71(5) of 
the Act as if subsection (5) were applicable thereto. The first trades 
in common shares acquired on the exercise of the warrants which were 
acquired pursuant to this Part XI are not subject to Section 52 of the 


Act, provided that: 
a) at the time of such first trade, the issuer is a reporting 


issuer and is not in default of any requirement of the Act or the 


regulation; 
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b) the hold period specified in Section 71(5) of the Act has 
elapsed from the date of acquisition of the right to earn the warrants by 


the vendor; 


c) the vendor files with the Commission a report of the first trade 


in the prescribed form within 10 days of the trade; 


d) such trade is not a distribution as defined in subparagraph 


VOL) Via i) sotether Acts and 


e) no unusual effort is made to prepare the market or create a 
demand for the common shares and no extraordinary commission or consid- 


eration is paid in respect of such trade, 


2a The payment of finder's fees and commissions described in sections 
2.1 through 2.4 of this Part XI are not permitted to be paid without the 
consent of the Director to, dealers. theres directors, )OLttcens. sales 
representatives or associates of any of them. Part VIII of this Policy 


Statement is intended to provide the dealer compensation. 


- 150 - 


PART XII 


PART XII 
SHARES FOR DEBT 


ji awk The term "shares for debt" refers to the issuance of shares for 
the settlement of trade or other accounts of an issuer which are other- 


wise normally paid in cash. 


Keer Issuers may be unable (or in certain circumstances, unwilling) to 
make payment for such accounts in cash and may negotiate with creditors 
to settle outstanding debts by issuing shares; however, this type of 
payment represents a dilution of the interests of shareholders and may 


require their prior approval. 


1:33 The important factors the directors should consider in this type 


of settlement are as follows: 


a) the assuer has no’ funds or immediate source of funds, or that 


available funds have been otherwise committed; and 


b) the conversion of debt into equity will place the issuer in a 
positive working capital position and/or will otherwise enable the issuer 


to continue as an ongoing concern. 
1.4 Shareholder approval shall be obtained: 

i) where more than 50% of the debt proposed to be converted into 
equity is owed to a creditor or creditors who are not dealing at 
arm's-length with the issuer; or 

ii) where the issuance of shares for debt in any 12 month period 


would exceed 54 of the issued capital of the issuer at the begin- 


ning of the period. 
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es The securities issued for debt will be subject to resale restric- 
tions. For creditors not at arm's-length, the first trade in securities 
issued for debt is a distribution unless such first trade is made in 
accordance with subsection 71(4) of the Act as if subsection (4) were 
applicable thereto. For creditors at arm's-length, subsection 71(5) of 
the Act shall be applicable to the first trade in securities issued for 


debt. 


LF For the purposes of section 1.5 hereof, the parties will be 
considered not to be dealing on an arm's-length basis if any insider or 
promoter of the issuer or an associate or affiliate of either is also a 
creditor or an) insider or promoter =of “a “creditors or wane acsocdarcmor 
affiliate of either. The Director may also decide whether parties to a 
transaction not so related may be dealing with each other at arm's-length 


at a particular time. 


de? The price per share at which the debt may be converted shall be 
either 15¢ per share, or the Average Price for the shares during the 30 
day period preceding the effective date of the debt settlement agreement 
between the issuer and the creditor(s), whichever is greater. The 
effective date shall not be earlier than the date of the agreement. If, 
however, the shares are to be held pursuant to a Section 71(4) resale 
restriction, they may be issued at a discount from the Average Price 
using the percentage permitted to private placements in Section 3.3 of 
Part X. Average Price shall have the meaning specified in section 3.2(a) 


Ole Iebste dK. 


Ih st If a share consolidation is proposed or planned as part of an 
issuer's debt settlement restructuring plan, then the minimum issue price 
of any shares to be issued as part of the debt settlement must be calcu- 
lated by multiplying the number of unconsolidated shares required to be 
exchanged for one consolidated share by the price per share determined in 


accordance with section 1.7 above. 
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PART XIII 
REPORTING ISSUERS WHICH PURCHASE OTHER SECURITIES 


a This Part XIII shall apply to purchases of securities by reporting 
issuers of other issuers which are made for cash in the normal market 
place where securities of the target issuer are traded. Private agree- 
ments, purchases which are not solely for cash, or takeover bids made in 
compliance with the Act and the regulation are not subject to this Part 


OLIEILS 


Issuers Without Common Insiders 


rare Only issuers which have been reporting issuers for more than l 
year may apply surplus funds to the purchase of securities of other 
issuers. If the two issuers do not have a common insider, the following 


limitations shall apply: 


a) the maximum amount of surplus funds that may be expended is 
$150,000. If an issuer proposes to make expenditures exceeding the 


above-noted amount, prior approval of the Director will be required; and 


b) all purchases are to be made from surplus funds derived from the 
exercise of options or warrants, unallocated working capital or cash 
flow. In addition to these surplus funds, the issuer must have the 
financial capability to cover at least one year of normal operating 


expenses. 

Issuers With Common Insiders 

Boll Reporting issuers proposing to purchase issued securities of 
another issuer which has one or more common insiders must, in addition to 


the requirements of section 2.1 above, meet the following additional 


requirement prior to the purchase of securities of the target issuer: 
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a) the purchase must be made for investment purposes only and any 
securities so purchased shall be held for a minimum 12 month period. The 
sale of any such securities within 12 months of purchase will require the 


prior approval of the Director. 


Filing Requirements 


4.1 a) Before commencing any purchase program to which this Part XIII 
applies, a letter shall be filed with the Director by a director or 


officer of the reporting issuer stating: 


i) that the purchase funds are at such date surplus to the issuer's 


ongoing activities; 


ii) the various matters which are the subject of the news release 


described in section 5.1l(a) below; 


iii) that the investment merit of the proposed purchase has been 
considered by the directors of the issuer who have passed a 


resolution in favour of the transaction; and 


iv) that the directors and other insiders who exercise control over 
the affairs of the issuer have been notified of the purchase 
program and advised that they and their associates should not buy 
or sell securities of the target issuer during the period in which 
the issuer is purchasing securities until after the publication of 
the announcement of the conclusion of the purchase program refer- 


Ged Lom imEsSectlonmoMladby me bDe Lowr 
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Public Disclosure 


5 Rie va) 


Before commencing any purchase program to which this Part XIII 


applies, the reporting issuer must issue a press release which shall 


include the following information: 


i) 


ai) 


dat) 


iv) 


v) 


vi) 


vii) 


Nplstat)) 


b) 


the merits and risks of the proposed purchase; 


the duration of the purchase program; 


the maximum number of securities to be purchased; 


the maximum dollars to be spent and the percentage of surplus 


funds involved; 
the direct and indirect interest of the insiders of the reporting 
issuer and their associates in the securities and management of 


the target issuer; 


a summary of current activities and plans of the reporting issuer 


and, if known, of the target issuer; 


the market place where the securities of the target issuer are 


traded; and 


the number and percentage of the issued securities of the target 


issuer owned by the reporting issuer. 


Upon completion or termination of the purchase program, the 


reporting issuer must issue a news release stating the number of securi- 


ties purchased and the purchase cost. 
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PART XIV 
SHARE CONSOLIDATIONS 


From time to time, the management of a reporting issuer determines 
that it is in the best interests of the issuer to effect a share consoli- 
dation, sometimes called a "rollback", of ‘any of the issuer's outstanding 
securities. The following guidelines have been established to cover such 


situations. 

Aa! The name of the issuer shall be changed as part of the consoli- 
dation process. The issuer's new name should be significantly different 
than the previous name to ensure that there is no confusion on the part 
of the investing public. 

vey A reporting issuer proposing a share consolidation must issue a 
news release disclosing the proposed consolidation not later than the 
date on which the issuer mails its information circular and proxy mater- 
ial to its shareholders. The news release shall disclose: 


a) the proposed consolidation ratio; 


b) the number of securities currently outstanding and the number 


which would be outstanding after the proposed consolidation; 


c) the reasons for the consolidation; 


d) the date of the shareholder meeting; 


e) the fact that the consolidation is subject to shareholder 


approval; and 


f) any other actual or proposed "material change". 
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at The prior approval of the Director will be required for any share 
consolidation which has the effect of reducing the number of issued 
shares of a reporting issuer to less than 750,000 after the issuance of 
any shares proposed to be issued by way of debt settlement, but excluding 
any escrow shares which are proposed to be issued and excluding any other 
shares which are proposed to be issued as part of a subsequent private or 


public financing. 


34 The prior approval of the Director will be required for any share 
consolidation if the effect of such consolidation, either alone or in 
combination with any prior consolidation with the 12 month period preced- 
ing the resolution of the management of the reporting issuer to effect 
such consolidation, would have the combined effect of consolidating the 


issued capital of the reporting issuer on a basis greater than 1:10. 
| eas Where the consolidation occurs as the result of a _ statutory 


amalgamation, section 1.3 of this Part XIV shall apply to the amalgamated 


issuer. 
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PART XV 
ACQUISITIONS OF ASSETS FROM INSIDERS 


oll This Part XV applies only where an issuer proposes to acquire a 
non resource property or other asset or interest therein (a "property") 
directly or indirectly, from an insider or an associate of an insider 


(collectively referred to as the “insider"). 


tae The term "acquisition" shall mean a transaction whereby an issuer 
proposes to acquire an interest in a property, but does not include a 


transaction meeting the requirements of Part VI of this Policy Statement. 


ei) If the insider has beneficially owned the property for a period 


exceeding one year, the acquisition involving an insider may be made if: 


a) the value of the property has been maintained or increased due 


to the efforts of the insider; 

b) the proposed consideration to be paid by the issuer does not 
exceed the fair market value of the property and the price is determined 
by the directors of the reporting issuer to be fair and reasonable in the 
circumstances; and 

c) the shareholders of the issuer have approved the acquisition. 
1.4 If the insider has not beneficially owned the property for a 
period exceeding one year, the acquisition involving an insider may be 


made if: 


aymsecttousm lice) mand (@)mabovemanemsatacmed mand 
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b) the proposed consideration to be paid by the issuer to the 
insider for the property is limited in amount to the insider's out-of- 


pocket costs related to the acquisition and maintenance of the property. 


[asi In a transaction covered by sections 1.3 or 1.4 above, the insider 
May reserve an interest in the property provided that such interest does 
not exceed more than 54 of the interest in the property which would 


otherwise accrue to the benefit of the issuer. 


Nested The Director may permit the payment of a greater consideration 


than is provided in sections 1.3 or 1.4 above if: 


a) the insider acquired the property prior to the time he became an 


insider of the issuer; or 


b) at the time the insider acquired the property, the issuer did 


not have the financial resources to acquire the property. 


Len If payment for the property is to be made in shares of the issuer, 
the value of shares so issued shall be computed on the same basis as that 
used in Part XII for the settlement of debt to non arm's-length creditors 
with a minimum price of 15¢. The first trade in such shares is a distri- 
bution unless such first trade is made in accordance with subsection 


71(4) of the Act as if subsection (4) were applicable thereto. 
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PART XVI 
MANAGEMENT REMUNERATION 


I ol The maximum monthly cash fee paid or payable in the aggregate to 
management of issuers which have no cash flow or immediate source of 


funds, other than by public subscription, is $3,000. 


ae The above limit may be varied by the Director depending on parti- 
cular circumstances such as the stage of development of the issuer and 


the qualifications of management and the services they provide. 


od! An agreement setting out the responsibilities and specific ser- 
vices to be provided shall be entered into between the issuer and its 


management and filed with the Director, if requested. 


Management Stock Options 


pies oh Issuers may remunerate directors and officers by creating stock 


options or stock option plans subject to the following requirements: 


a) an option must be non-transferrable, except that in the case of 
an optionee's death, the option(s) may be exercised by such optionee's 


legal personal representative in accordance with the terms of the option; 


b) the option must expire no more than 5 years from the time of 


grant; 
c) the aggregate number of securities reserved for issue shall not 


in the aggregate exceed 10% of the number of common shares of the issuer 


that are issued and outstanding from time to time; 
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d) the exercise price per security must not be lower than the Base 
Price for private placements computed as provided in Part X less the 
maximum discount as follows: 


Maximum Discount 


Base Price Therefrom 
$1.00) om less 20% 
51. 0L to 59.00 152% 
above $5.00 10% 


e) no one person shall have outstanding options exceeding 50% of the 


number of options permitted in subparagraph (c) above; and 
f) the options and the grant thereof are in compliance with the 


blanket ruling of the Commission entitled "Trades by Issuers in Options 


to Senior Officers and Directors", as amended from time to time. 
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PART XVII 
FINANCIAL ASSISTANCE FROM OFFICERS AND DIRECTORS 


Lae The directors and officers of an issuer and the associates of 
such directors and officers (collectively referred to as the ''Purchas- 
ers") may provide financial assistance to the issuer and acquire securi- 


ties of the issuer on the following basis: 


a) the aggregate acquisition cost of all securities of the issuer 
purchased pursuant to the provisions of this Part XVII by all of the 


Purchasers aforesaid during any 12 month period does not exceed $50,000; 


b) the purchase price shall be paid in cash and shall be not less 
than the Base Price minus the allowable discount computed in accordance 


with the provisions of Part X of this Policy Statement; and 


c) the trade resulting from any resale of such securities shall be 
subject to the provisions of Section 71(4) of the Act as if Section 71(4) 


were applicable thereto. 


ee Shareholder approval for the acquisition of securities pursuant 
to this Part XVII is not required and the proceeds from the sale of such 
securities may be used by the issuer for general working capital 


purposes. 


1s3 This Part XVII is intended to enable the Purchasers to have an 
expedient method of providing an issuer with modest amounts of working 
capital and is not intended to otherwise limit or restrict any other 
provisions of the Act, the regulations thereto or this Policy Statement 
relating to the acquisition of securities of an issuer by persons falling 
within the category of Purchasers as described above; nor is this Part 
XVII intended to restrict promoters who may avail themselves of the 


exemption contained in Clause 14(c) of the regulations to the Act. 
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PART XVIII 
ADJACENT RESOURCE PROPERTIES AND RETAINED INTERESTS 


‘lesa This Part XVIII does not apply to non resource properties which 
are covered by Part XV, to transactions entered into where each of the 
parties are dealing on an arm's-length basis, nor to non arm's-length 
transactions where the parties affected are reporting issuers. A trans- 
action will be considered to be not at arm's-length according to the 


tests described in section 1.3 of Part VI hereof. 


12 The Commission recognizes that a great variety of agreements are 
entered into during the course of the exploration and development of 
mining properties, including option agreements and joint venture agree- 
ments. While the greatest flexibility should be permitted in the struc- 
turing of such agreements, it is not in the public interest that the 
risk of exploration be undertaken by issuers while at the same time 
related parties hold interests in adjacent or contiguous properties which 
could be enhanced as the result of public expenditures. The Commission 
also recognizes that in certain instances the amount of property held by 
a vendor may be larger than the issuer is financially capable of acquir- 
ing, or can be reasonably expected to be capable of adequately exploring. 


Having regard to these various concerns, the following guidelines shall 


apply: 


a) the vendor in a non arm's-length transaction with an issuer, may 
reserve royalties or net profit interests as permitted by section 5.1 of 
Part VI but shall not, except in respect of a transaction falling within 
1.2(b) or (c) below, retain any interest in the resource property acqui- 


red by the issuer or in any property adjacent or contiguous thereto; 
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b) the vendor in a non arm's-length transaction may retain an 
interest in such property in excess of that provided in section 1.2(a) 


above, if: 


i) the interest retained by the vendor is a full participating joint 
venture or working interest commencing from the effective date of 


the transaction with the issuer; and 


ii) the issuer does not pay the vendor an amount exceeding that share 
of his actual out-of-pocket costs of acquisition and maintenance, 
including exploration and development expenses incurred by the 
vendor on the property to the date of the transaction with the 
issuer, which is proportionate to the interest acquired by the 


issuer; 


c) the vendor in a non arm's-length transaction may retain an 


interest in adjacent or contiguous resource properties if: 


i) the vendor does not retain any interest in the property acquired 
by the issuer in excess of that permitted in section 1.2(a) or 


(CR 


ii) the property transferred comprises not less than approximately 2 


square miles (64 claims in Ontario); 


iii) the issuer at the time of acquisition was afforded the opportun- 
ity to acquire the adjacent or contiguous property or an interest 
therein, on terms not less favourable than those applicable to 
the properties which the issuer acquired, and the issuer declined 


such opportunity; and 


iv) the vendor did not take part in the decision of the management of 
the issuer not to acquire the adjacent or contiguous properties 


retained by the vendor. 
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13 Where a vendor who is not at arm's-length with an issuer 


a) enters into a transaction with the issuer which falls within the 


ambitcotosections<!.2)(a)<oru(b) > .and 


b) acquires in a subsequent transaction a property or interest 
therein any part of which subsequently acquired property lies within 1 
mile from the boundary of the property which was the subject of the 
original transaction as such boundary appears at the time of the subse- 


quent transaction; and 


c) the date of the subsequent transaction is within 6 months of the 


effective date of the original transaction; then 


the vendor shall forthwith offer the issuer the opportunity of 
acquiring the subsequent property on terms not less favourable 
than those permitted in respect of a transaction falling under 
SeCcttonsml. 2a a(a mom b). The vendor may retain such subsequent 
property or interest therein if the issuer declined the offer of 
the vendor and the vendor did not take part in the decision of 
the management of the issuer not to acquire such subsequent 


property or interest therein. 


1.4 In assessing whether a resource property is adjacent or contig- 
uous to another resource property, issuers should look at the substance 
of each transaction. For example, properties which have dissimilar 
geological targets may not be adjacent even though they are located in 
close proximity nor, in the case of oil and gas properties, will differ- 
ing geological horizons on the same property be considered to be adja- 
cent. Properties whose boundaries at any point lie within 1 mile of each 
other shall in the absence of contrary evidence be considered to be 


adjacent. 
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PART XIX 
MISCELLANEOUS 


Issuer Names 


Meal The name of the issuer should be descriptive of its business, for 
example "XYZ Exploration Limited". The unqualified words "Mine" or 
"Mining" will not be acceptable in the case of new companies until such 
time as the company has a proven ore body capable of being profitably 
mined: e.g. "XYZ Mines Limited" or "XYZ Mining Company Limited". In the 
case of an existing company, there is no need to change such name but 
face page disclosure on the prospectus must clearly state that it is an 


exploration and development company, unless the company has an ore body. 


Track Records of Officers, Directors and Promoters 


LAP The prospectus of an issuer shall state for each of its officers, 
directors and promoters all associations for the previous 3 years with 
other public companies, including the period and nature of the associa- 
tion. There shall also be stated the aggregate number of those companies 
which, during the time the individual was associated with them, had 
either their charters cancelled or whose securities were the subject of a 
cease trade order issued by the Commission having a duration longer than 
60 days or that were dormant and in respect of which a cease trade order 


had been made under Commission Policy 2.6. 


Promotional Fees 


ees Where a trade is made by an issuer or a promoter of an issuer in 
reliance upon the exemptions contained in Section 71(1)(p) of the Act or 
Clause 14(g) of the regulation to the Act, a fee may be paid to the 
promoter of the issuer for promotional services provided such fee does 
not exceed 5% of the price paid for the securities which are the subject 


of such trade. Such fee may be paid in cash or in securities of the 
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issuer or any combination thereof. Any securities issued to the promoter 
shall be valued at the price paid by the purchaser and the trade result- 
ing from any resale of such securities shall be subject to the provisions 


of Section 71(4) of the Act as if Section 71(4) were applicable thereto. 


Resale of Securities Issued Pursuant to Section 71(1)f(iii) of the Act 


Poe Where a trade in securities (the "original securities") of an 
issuer is permitted by this Policy Statement, subject to the restriction 
that the first trade in such original securities is a distribution unless 
such first trade is made in accordance with subsection 71(4) of the Act, 
and where the original securities include rights to purchase, convert or 
exchange such original securities into other securities of the issuer, 
and where securities of the issuer are issued pursuant to the exemption 
contained in Section 71(1)(f)(iii) of the Act by exercising the rights to 
purchase, convert or exchange contained in the original securities, then 
for the purpose of subsection 71(4)(b)(iv) the date of the initial exempt 


trade shall be the date of the issuance of the original securities. 


Partnership Rollover 


$75 Where a corporation is incorporated solely for the purpose of 
acquiring all of the issued securities or all of the assets and liabil- 
ities of a partnership and where such partnership is a reporting issuer, 
then upon such acquisition the corporation shall be deemed to be a 
reporting issuer as and from the date that the partnership became a 


reporting issuer. 
Technical Review Committee 
1eS6 The Commission shall establish a committee of technical consul- 


tants which shall consist of seven members, of which two shall constitute 


a quorum. The Prospectors and Developers Association of Canada shall 
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propose a list of nominees for the committee, such list to be at least 
equal to the size of the committee. A majority of the members of the 
committee shall be selected from such list. Where a party affected by a 
decision of the Director as it relates to a technical matter wishes to 
have such decision reviewed, the party so affected may request that the 
matter be considered by the Technical Review Committee. The initiation 
of such proceedings shall be made by a request to the Director who shall 
forthwith convene a meeting of the committee. All of the rules and 
procedures concerning the operations of the committee shall be estab- 


lished by such committee with the consent of the Director. 


Blind Pool 


om A prospectus may provide that up to 50% of the funds raised be 
designated "blind pool'' funds for general working capital purposes. 
Where an issuer demonstrates to the Commission that it has competent and 
professional management with an extensive exploration background, then up 
to 100% of the funds raised may be designated "blind pool" funds. In the 
latter case, the Commission regards it as essential that such an issuer 
be well financed and normally will not permit an offering to proceed when 
the issuer will not have working capital of at least $2,000,000 after the 
completion of the offering. In a unit offering, funds that may be raised 
through the exercise of warrants shall not be included in calculating the 


size of a blind pool or of the issuer's working capital. 


Geological Reports 


Ise) In circumstances where it has been demonstrated that the cost or 
delays in preparing independent geological reports would be an undue 
burden on an issuer, and where such issuer has competent and qualified 
technical personnel on staff or otherwise available to it to prepare 
reports in accordance with the standards required in the regulations to 


the Act for the preparation of geological reports (other than for the 
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test of independence), the Director may permit the use of reports pre- 
pared by such persons if they are accompanied by a letter of comfort 
prepared by an independent consultant who certifies that he has reviewed 
the reports and has carried out such investigations as he considers 
necessary to enable him to adopt the report as his own report. In 
rendering such opinion, such consultant shall specify any qualifications 
to such opinion (for example, whether the independent consultant has 


visited the property) and the reasons therefor. 


Cease Trade Orders 


be) Where the securities of an issuer are the subject of a "cease 
trade" order of a regulatory authority, then the period during which such 
order was in force shall be excluded for the purpose of computing the 
"market price’ in accordance with any of the sections of this Policy 


Statement. 


Market Price 


1.10 a) Market price for an issuer's securities shall be the arithmetic 
average of the closing price of the issuer's securities for the 30 days 
preceding the relevant date. Where no trading occurs on a particular 
day, the closing price shall be the average of the final bid and ask 
prices, if any, for such day, otherwise such day shall be excluded in 


computing the average price. 


b) If the securities of the issuer have not traded at any time 
during the said 30 day period, then the market price shall be calculated 
using the method described in subparagraph (a) above for the next preced- 


ing 60 day period. 
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c) If the securities of the issuer have not traded at any time 
during the 90 days preceding the relevant date, then it shall be deemed 


for the purposes hereof that no market exists for such securities. 


Management's Duty to Obtain the Best Price 


dela Notwithstanding the prices at which trading in an issuer's 
securities has occurred or the fact that no market exists or is deemed 
not to exist, management of issuers are reminded that it is their obliga- 
tion to ensure that the best possible price or value is obtained for the 
issuer in respect of any sale or distribution of an issuer's securities. 
Where the issuer's securities contain a tax incentive such as permitting 
the issuer to '"flow-through'' expenditures to subscribers, such fact 


should be considered by management in establishing pricing. 


Reporting Requirements 


i ren es Where a trade in securities of an issuer is permitted by this 
Policy Statement, which trade would not otherwise be exempt under the Act 
unless a ruling under Section 73(1) of the Act were obtained from the 
Commission, and where the first trade in such securities is a distribu- 
tion unless such first trade is made in accordance with subsection 71(4) 
of the Act as if subsection (4) were applicable thereto, then Section 


71(3) of the Act shall be applicable to the trade by the issuer. 


Application of Former Policies 


La Many reporting issuers formed under predecessors of this Policy 
Statement when arranging new financing to develop newly acquired prop- 
erties may wish to avail themselves of the provisions of Part VII of this 


Policy Statement which permits the issuance of additional base shares. 
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To encourage such reorganizations, applications may be made to 
the Director for this purpose by issuers which are not dormant issuers. 
Normally, this will require all outstanding "promoters shares" and 
"Dromoters warrants" issued under predecessors of this Policy Statement 
to be cancelled. Each situation will be dealt with in the light of its 
own particular circumstances. A reorganization must occur as a condition 


of granting any such application. 


Where an issuer has outstanding securities which were placed in 
escrow prior to this Policy Statement becoming effective, the Director 
will be guided by the escrow release mechanism of this Policy Statement 


in respect of applications for releases from escrow. 


Base Shares Held by Holding Companies 


1.14 Section III F. entitled "Securities of Holding Companies" of 
Policy 5.9 of the Commission relating to "Escrow Guidelines - Industrial 
Issuers" shall apply, with appropriate changes where necessary in the 
context, to holding companies holding escrowed Base Shares issued pursu- 


ant to this Policy Statement. 
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PART XX 
POWERS OF THE COMMISSION 


eal Subject to such terms and conditions as it might impose, the 


Commission may: 


a) exempt a person or company from any provision of this Policy 


Statement otherwise applicable; or 


b) impose restrictions on a person or company beyond or in addition 


to those contained herein; 


including, but not limited to, the provisions as to the amount of base 
stock permitted, where in its opinion it would be in the public interest 


GOmdOmSOr 


Lad Wherever in this Policy Statement there is reference to any 
authority or discretion which the Director or any Deputy Director may 
exercise, the Commission may, at the request of any person or company 
directly affected by any decision made by the Director or a Deputy 


Director, hold a hearing to review such decision. 


es The Commission shall establish a Standing Liaison Committee 
which shall consist of seven members consisting of representatives of the 
Commission, the Prospectors and Developers Association of Canada, regist- 
ered dealers, lawyers and the Ministry of Northern Development and Mines. 
The purpose of the Standing Liaison Committee will be to review the 
application of the policy from time to time for the purpose of recommend- 
ing amendments thereto. The committee shall establish its own quorum and 


operating procedures. 
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FOUNDER STOCK CALCULATION 


Calculation of Founder Contribution Level 


Net tangible book value prior to the 
initial prospectus distribution 


minus 


50% of equity contribution represented by 
value shares to be sold by founders in the 
initial prospectus distribution 


divided by 


Net proceeds to the issuer from the 
initial prospectus distribution 


multiplied by 100 
equals 


FOUNDER CONTRIBUTION 


Calculation of Dilutive Founder Stock (Base Stock) 


# Shares 


tangible book value prior to 
initial prospectus distribution 


divided by 


offering price per share of 
initial prospectus distribution 


equals 
VALUE SHARES 


Shares issued prior to the 
initial prospectus distribution 


less 
value shares 


plus DILUTIVE 
FOUNDER 
shares issuable under a right to purchase STOCK 
granted prior to the initial prospectus LEVEL 
distribution at a price which is less 
than the net offering price * 


equals 


BASE SHARES 


Shares issued prior to the 
initial prospectus distribution 
plus 


Shares issued under the initial 
prospectus distribution 
equals 


ISSUED SHARES 


If there are shares issuable upon exercise of a right to purchase, 
convert or exchange granted prior to the initial prospectus 
distribution which is exercisable at a price below the net offering 
price of the shares offered under the initial prospectus distribution, 
the sum of the Value Shares, Base Shares and shares issued under the 
initial prospectus distribution will exceed the total issued shares. 
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ESCROW AGREEMENT 
THIS AGREEMENT made this day of » 19--. 
AMONG: 


(hereinafter called the "Security Holders") 
OMT WSHO, TIRES IE 2A E 


- and - 


(hereinafter called the "Trustee") 
OF THE SECOND PART 


- and - 


(hereinafter called the "Issuer"™) 


OF THE THIRD PART 


WHEREAS the Security Holders presently own or are about to 


receive securities of the Issuer; 


AND WHEREAS in furtherance of complying with the requirements of 
the Ontario Securities Commission (the "Commission"), the Security 
Holders are desirous of depositing in escrow certain securities of the 


Issuer owned or to be received by them; 


AND WHEREAS the Trustee has agreed to undertake and perform its 


duties according to the terms and conditions hereof; 


NOW THEREFORE THIS AGREEMENT WITNESSETH that for and in 
consideration of the aforesaid agreements, and of the sum of one dollar 
($1.00) now paid by the parties hereto, each to the other (receipt of 
which sum the parties do hereby respectively acknowledge each to the 
other) the Security Holders covenant and agree with the Issuer and with 
the Trustee and the Issuer and the Trustee covenant and agree each with 


the other and with the Security Holders jointly and severally as follows: 
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Ys Each of the Security Holders hereby places and deposits in escrow 
those of its securities of the Issuer which are represented by the 
certificates described or referred to in Schedule "A" hereto with the 
Trustee and hereby undertake and agree forthwith to deliver those 
certificates (including any replacement securities or certificates if and 


when such are issued and allotted) to the Trustee for deposit in escrow. 


nag The parties hereby agree that the securities and the beneficial 
ownership of or any interest in them and the certificates representing 
them (including any replacement securities or certificates) shall not be 
sold, assigned, hypothecated, alienated, released from escrow, transfer- 
red within escrow, or otherwise in any manner dealt with, without the 
express prior consent, order or direction in writing of the Commission or 
except as may be required by reason of the death or bankruptcy of any 
Security Holder, in which cases, the Trustee shall hold the said 
certificates, subject to this agreement, for whatever person, firm or 
corporation shall be legally entitled to be or become the registered 


owner thereof. 


Bee It is agreed that escrowed shares will be released on the 


following basis: 


(here set out the terms under which escrowed 


shares are to be released) 


4. The Security Holders hereby direct the Trustee to retain their 
respective securities and the certificates (including any replacement 
securities or certificates) representing the same and not to do or cause 
anything to be done to release the same from escrow or to allow any 
transfer, hypothecation or alienation thereof except with and as directed 
by the written consent, order or direction of the Commission. The 
Trustee accepts the responsibilities placed on it hereby and agrees to 
perform the same in accordance with the terms hereof and the written 


consents, orders or directions of the Commission. 
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aie If during the period in which any of the said securities are 
retained in escrow pursuant hereto any cash dividend is received by the 
Trustee in respect of the escrowed securities, any such cash dividend 
shall be forthwith paid or transferred to the respective Security Holders 
entitled thereto. If during the period in which any of the said 
securities are retained in escrow pursuant hereto, any share dividend is 
received by the Trustee in respect of the escrowed securities, any 
certificates representing such share dividend must be deposited with the 


Trustee and be subject to the terms of this agreement. 


6. All voting rights attached to the escrowed securities shall at 


all times be exercised by the respective registered owners thereof. 


Gee The parties hereby agree that the Commission may, in certain 
circumstances, including but not limited to the suspension from trading 
of the Issuer by the Commission, require that all or any of the 
securities then in escrow be tendered to the Issuer by way of gift or for 
cancellation. Any such securities shall remain in escrow subject to the 
terms and conditions of this agreement until the securities are fully and 
effectually cancelled or otherwise transferred for the benefit of the 
Issuer. Where the securities cannot be cancelled, they shall be held for 
the benefit of the Issuer by the Trustee and remain in escrow subject to 
the terms and conditions of this agreement but they shall not be voted 


and any dividends shall be donated back for the benefit of the Issuer. 


8. The Security Holders hereby agree that any escrowed securities of 
the Issuer remaining in escrow 10 years following peat ae) 
(here insert a date which shall be not later than the acceptance date of 
the initial prospectus distribution of the Issuer), shall be donated to 
and cancelled by the Issuer without payment by the Issuer of any 
consideration therefor. Ins gorders estos yekiect pisuch |) .donation® cand 
cancellation, the Security Holders do hereby nominate, constitute and 
appoint the president of the Issuer from time to time as their true and 


lawful attorney with full power of substitution to execute in the name of 


and on behalf of the Security Holders such deeds, documents and other 
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instruments as may be necessary or desirable to give full force and 
effect to the provisions of this agreement insofar as it relates to the 
cancellation of escrowed securities as aforesaid. This power of attorney 
shall be coupled with an interest and shall survive the death or 
incapacity of the Security Holders. Where an application is made by the 
Issuer or the Security Holders to the Commission for an extension of the 
time by which the escrowed securities are subject to donation and 
cancellation then this power of attorney shall be suspended while such 
application is being processed but shall be immediately reinstated for 
use upon a decision being rendered by the Commission in respect of such 


application and only in accordance with the decision of the Commission. 


For the purposes of this agreement the following terms shall have 


the following meanings: 


a) “acceptance date" means the date of issuance by the Commission of 


the final receipt for the prospectus of an issuer; 
b) "Commission" means the Ontario Securities Commission; and 


ec) "initial prospectus distribution" means the first distribution of 
Securities sof, ,the Pssuenpuspursuanty.to\. a. prospectus ,filed.,.with » the 


Commission. 


ae The Security Holders hereby jointly and severally agree to and do 
hereby release and indemnify and save harmless the Trustee from and 
against all claims, suits, demands, costs, damages and expenses which may 
be occasioned by reason of the Trustee's compliance in good faith with 


the terms hereof. 
LO}. The Issuer hereby acknowledges the terms and conditions of this 
agreement and agrees to take all reasonable steps to facilitate its 


performance. 


luli If the Trustee should wish to resign, it shall give at least six 


months' notice to the Issuer, which may, with the written consent of the 
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Commission, by writing appoint another Trustee in its place and such 
appointment shall be binding on the Security Holders and the new Trustee 


shall assume and be bound by the obligations of the Trustee hereunder. 


Ward The written consent, order or direction of the Commission as to 
a release frommescrow of wall worspanteor tnemsardmsecunreres = snalsls term= 
inate this agreement only in respect to those securities so released. 
For greater certainty, this clause does not apply to securities transfer- 


red within escrow. 


1O% Any Security Holder may pledge or hypothecate any or all 
securities owned by it and deposited in escrow hereunder to a financial 
institution, provided that prior to such pledge or hypothecation of 
securities, such financial institution which must be acceptable to the 
Commission enters into an agreement with the Trustee and the Issuer 
whereby it agrees to be bound by the provisions of this agreement and 
acknowledges that the securities so pledged or hypothecated may not be 
sold, transferred or otherwise dealt with except in accordance with the 


_ provisions of this agreement. 


14. This agreement may be executed in several parts in the same 
form and such parts as so executed shall together form one original 
agreement, and such parts if more than one shall be read together and 
construed as if all the signing parties hereto had executed one copy of 


this agreement. 


Ue Wherever the singular or masculine are used throughout this 
agreement, the same shall be construed as being the plural or feminine or 


neuter where the context so requires. 


seh This agreement shall be construed and enforced in accordance 
with and the rights of the parties shall be governed by the laws of the 
Province of Ontario. Each of the parties irrevocably attorns to the 


jurisdiction of the courts of the Province of Ontario. 
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i's This agreement shall enure to the benefit of and be binding 
upon the parties hereto, their and each of their heirs, executors, 


administrators, successors and assigns. 


IN WITNESS WHEREOF the parties hereto have executed these 


presents the day and year first above written. 


SIGNED, SEALED AND DELIVERED ) 
) 
in the presence of ) 
) 
) 
) 
) 
) 
) 
) 
SCHEDULES A 
Name of Beneficial Number of Certificate 
Security Holder Owner securities Number 
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APPENDIX 


THE SUMMARY AND RECOMMENDATIONS OF VOLUME TWO 


The Factors Affecting Ontario's Competitive Position 


fore, 


Ontario's mining industry competes on a worldwide basis; there- 


an examination of Ontario's competitive position becomes a large 


and complex undertaking. Many factors must be considered, including the 


following: 

(i) The geological environment which dictates the type of deposits; 

(ii) The data base which provides basic technical information; 

(Siti) The incomé tax structure which can encourage, discourage or be 
neutral; 

(iv) Non-profit taxes; 

(v) Availability of risk capital and markets to mobilize funds; 

(vi) Availability of technical staff, labour and related incentives or 
disincentives for staff and labour to be productive; 

(vii) The cost structure of labour. Canadian labour costs are usually 
10-20 times labour costs of Third World countries; 

(viii) Availability of infrastructure and assistance to put a mine in 


place. This factor is important in Canada with large distances 


to cover and remote areas; 


(i) 


(ix) Environmental regulations and the cost of their implementation; 


Gx) Social costs such as Unemployment Insurance, Workers' Compensa- 


tion, Medical and other non-profit costs; 


xa.) Wage levels of government and quasi-government agencies such as 
Hydro, Bell, CN, etc. which in recent years have put upward pres- 


sure on industry wage rates; and 


(Gaia) The relationship of the Canadian dollar to the U.S. dollar (in 
which most commodities are priced). Third World and Communist 
countries devalue their currencies to maintain a competitive 


position. 


Many conflicts develop. For example, a weak currency helps ex- 
porting industries but makes the costs of imported items more expensive. 
Construction industries and government agencies such as Hydro which do 
not compete on a world scale, often lead wage increases. This adds to 


the cost base of companies and often makes them uncompetitive. 


The Committee has made a number of broad recommendations on the 
economic position as well as numerous specific technical recommendations. 
Some of these are beyond the Ontario Government's scope and require 
Federal approval. Some will conflict to some extent with other areas 
such as social plans, environmental rules and regulations, security and 
other regulatory requirements and available funding. As stated earlier, 
the competitive position is determined by dozens of different factors and 
the more items improved, the stronger the industry will be. All sectors 
(business, government and labour) must work together if we want to 


maintain our position in this worldwide important industry. 


(ii) 


General Recommendations 


These recommendations include a broad spectrum of items which 


affect the overall competitive position of the mining industry. Any and 


all factors which will keep costs competitive with other mining juris- 


dictions will help all Canadian exporting industries. 


Ey 


(ii) 


(did) 


(iv) 


Wage costs are the largest single item for most mining operations 
and will range from 30% to 70% of total operating costs. Cana- 
dian wage rates are generally higher by a factor of 10 to 20 
times above most of our mining competitors in Third World 
countries. If Canada is to maintain a viable mining industry, 
labour, industry and government must work together to keep our 
costs to a minimum. Inevitable economic forces, as are taking 
place in the U.S., may require innovative compensation packages 


to fully employ our labour force. 


Some social legislation adds to industry costs. Every time a 
well meaning piece of legislation adds regulations and costs, the 


industry becomes less competitive. 


Environmental regulations may cause uncertainty, delays and extra 
costs for industry. The people in the industry live in the areas 
affected and both appreciate and support the need for sensible 
regulations to protect Ontario's environment. The regulators 
need to live in northern mining regions as well and have the 
knowledge and the authority to quickly suggest alternate 
approaches when environmental problems arise so that costly 


delays can be avoided. 
The high costs associated with living in remote communities would 


be lowered by implementing a number of the recommendations of the 


Rosehart Report on Resource Dependent Communities in Northern 


Girt) 


(v) 


(vi) 


Gyasia) 


Ontario, May 1986. This would undoubtedly help to make our 


northern industries more competitive. 


With regard to the proposed Ontario Mining Act that has been 
under review for the last 17 years, we recommend that it be 


implemented as soon as possible. 


The Ministry should set up a small development project group to 


expedite new mining projects through the regulatory maze. 


The Committee is in general agreement with the mining industry's 
recommendations for the multiple use of park lands (e.g. the 
Temagami Copper Mines on Lake Temagami) and the industry's 
concern over land withdrawals and uncertainty caused by Indian 
land cautions. However these two areas were not reviewed by the 


Committee. 


Ontario Geological Survey and Geoscience Data Base 


The Committee would like to emphasize the importance of a good 


geoscience data base to assist in resource exploration and development. 


A large number of specific recommendations covering this very important 


section of the mining industry are listed in the appropriate sections and 


are summarized below. 


(i) 


i) 


The Ontario Geological Survey operating budget at least needs to 
keep pace with inflation. In recent years, very important field 


mapping operations have been curtailed. 


In consultation with industry, a priority list of areas to be 
geologically mapped at 1:20,000 and 1:100,000 should be prepared. 
More staff and funding are required so that the program can be 


completed within ten years. 


(iv) 


(ictt ) 


(iv) 


(v) 


(vi) 


For Resident Geologists’ offices, a priority list of areas re- 
quiring data compilation should also be drawn up and budgeted for 


completion in three years. 


The roles of the Ontario Geological Survey and the Resident 


Geologists should be defined to eliminate duplication. 


The existing Technical Liaison Committee should be given a more 
active role in advising the Ontario Geological Survey and the 
Ministry on government programs, exploration incentives and tech- 


nical matters. 


Research programs on geophysical and geochemical methods should 
be re-oriented because they essentially are duplicating 
industry's efforts. Emphasis should be directed to carrying out 


regional programs to provide a geoscience data base. 


Taxation 


(i) 


(ii) 


Capital Gains Taxes: The Committee believes that an Ontario 
capital gains tax would discourage the raising of risk capital 
and diminish flow-through share financings. Without appropriate 
financing, the junior mining sector will not produce taxable 
profits, thereby reducing the province's income through taxation. 
The spectre of such a tax also discourages promoters from re- 


turning to Ontario. 


Ontario Mining Taxes: In order for the operator to recover his 
capital investment before cash flow is used to pay taxes, the 
Committee recommends that processing assets for new mines be 


eligible for accelerated depreciation as a tax deduction. 


(v) 


Cir) 


(iv) 


(v) 


(vi) 


(vil) 


Ontario Corporate Income Taxes: The Committee recommends that 
Ontario consider changing its corporate income tax rules for 
mining to the resource allowance/earned depletion system that is 


in place in all other Canadian jurisdictions. 


Increased Flow-Through Depletion for Exploration Costs: Despite 
the strong first place showing in the survey on incentives and 
the assessment by the Committee that this approach is technically 
the most efficient, the Committee has decided that sufficient 
funding is presently available and that an increase in the 


depletion credit is not necessary at this time. 


Flow-Through Depletion for Development Costs: The Committee 
recommends that Ontario and Quebec jointly request the federal 
tax authorities to permit a flow-through depletion allowance for 
development costs against non-resource income, similar to that 


which is allowed for exploration costs. 


Income Debentures: While this item is also a federal responsi- 
bility, the Committee recommends that the province make repre- 
sentation to Ottawa for an after-tax type of financing vehicle 


for new investments in projects, plant and equipment. (Class 28) 
Non-Profit Taxes: Governments are advised to carefully monitor 


and limit all types of non-profit taxes because collectively they 


impose a major burden on all industries. 


(vi) 


Ontario Mineral Exploration Program (OMEP) 


(i) 


(ii) 


(iii) 


(iv) 


(v) 


(vi) 


vid) 


A number of recommendations are made for OMEP. These include: 


Make OMEP grants available only to companies with gross income of 


under $10 million; 


Increase the number of permitted programs per company from one to 


two and permit amendments to programs as they evolve; 


Recommendations for speeding up the processing and the pay-out 


processes; 


Recommendations for improved working relationships with industry; 


Increase the size of the budget by 1002; 


Amend the program so that the grants can either go to the company 


or the investors; and 


Request the federal government to amend the rules that reduce the 


federal exploration write-off by the amount of the grant. 


(vii) 


Ontario Share Ownership Plan (OSOP) 


Several recommendations have been made for OSOP if and when the 


government institutes such a plan. They are: 


(ein) Include junior companies in OSOP and provide the highest 
incentives for the smaller companies because they have the most 


difficulty sin. raisingsriskscapi bal, 


Cy Make the incentive available only to companies with Ontario pro- 


jects and to non flow-through shares. 


LiL) Provide a grant of one-third of the start-up cost for new 


companies, up to a total grant of $50,000. 


Ontario Mine Development Fund 


Over the past few years Quebec has successfully used development 
grants to push marginal projects into production. Their approach has 
been to; provide wp, to 18i0f, the scost\ sof a majon dteme(siatteor smiles 
a grant. They claim that because 802 of the funds are spent locally, 
that they make a profit on their investment within the first year and 


have the added benefit of long term jobs and taxes from the project. 


Recently Quebec has been considering moving away from grants to a 
flow-through share system for development expenditures. Ontario should 
consider both possibilities but because of the absence of a separate tax 


collection system, the grant process would be the easiest to implement. 
An option the Ministry has, is to set up a special fund (possibly 


$25 million) for new mine development and use it to move along new 


projects by paying up to 18% of certain development and/or capital costs. 


(viii) 


HOU MUINLUUA 
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